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AUTOMOBILE MARKETING PRACTICES— 
FINANCE AND INSURANCE 


MONDAY, MARCH 18, 1957 


Unrrep States Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SuBcOMMITTEE ON AUTOMOBILE MARKETING PRACTICES, 


Washington, D.C. 


The subcommittee met at 10 a. m., in room G—16, the Capitol, Wash- 
ington, D. C., Senator A. S. Mike Monroney (chairman) presiding. 

Senator Monroney. The Subcommittee on Automobile Marketing 
will be in session. 

The record will show that Senator Payne, of Maine, and Senator 
Monroney, are present. Senator Thurmond would be here but for the 
fact that he has a conflict with another subcommittee of which he is 
chairman, and cannot possibly be present today. He is very interested 
in the study of this subcommittee in this current matter, and will 
be present at every opportunity that his other subcommittee, of which 
he is chairman, will permit. 

I would like to make an opening statement, a brief one. 

During the 2 years of this subcommittee’s existence many, many 
changes have taken place in this tremendous business, both in the re- 
lationship between automobile manufacturers and their dealers and 
in the relationship between the automobile dealers and the public. 

For, after all, the automobile business is pretty well summed up by 
Alfred P. Sloan’s famous illustration of the three-legged stool. One 
leg represents the manufacturers and their employees, one leg rep- 
resents the dealers, and one leg represents the public. If any of these 
legs is out of kilter then the stool is just no good. They must have a 
balanced and stable relationship with one another. And the most 
important leg is the one marked “public.” After all, under our free- 
enterprise system no industry and no person can long survive if the 
public is not properly served by that industry or that person. 

Last year we held extensive hearings on factory-dealer relationships. 
With much help from the elements of the industry itself—that is, 
manufacturers, dealers, and the public—the subcommittee was instru- 
mental in bringing to public attention many abusive sales practices. 

It was freely admitted that many of these destructive sales tacties 
were practiced by the fringe of the industry, and that while only a 
small percentage of the trade engaged in gyp methods, phony adver- 
tising, packed prices, and misleading offers, these things had a de- 
moralizing effect on the automobile industry as a whole. 

From almost all quarters reports are coming in that there has been 
established a new climate of better relationships between factory and 
dealer. Vastly improved business ethics and truth in advertising 
have eliminated many of the old abuses. It has been the quick and 
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2 AUTOMOBILE MARKETING PRACTICES 
voluntary action of the entire industry that has achieved most of the 
reforms. 

To paraphrase President Woodrow Wilson, better service can often 
be accomplished by legislative committees through calling abuses to 
the attention of the public than by the passage of legislation. 

During last year’s hearings, several dealer witnesses and others ex- 

ressed concern over bad practices in the automobile financing field. 
Such practices tend to put the legitimate automobile dealer and his 
customer at a serious disadvantage. 

The chain of finance runs throughout the marketing of cars, vir- 
tually from the time the car reaches the end of the assembly line until 
it reaches the junk heap, and all three elements of the business—the 
manufacturer, the dealer, and the public—depend heavily upon this 
chain. 

The growth of the installment finance business in the United States 
has astounded the rest of the world. But it has done much to increase 
the productivity of our country and on major consumer goods it has 
become an essential and integral part of the retailing business. There 
can be no doubt of its value, and that is why every effort must be made 
to insure its integrity and stability. 

I think I am safe in saying that without an adequate and effective 
pecaran of installment financing, the automobile industry would not 

ave grown to be the Nation’s and the world’s No. 1 industry. It has 
made it possible to put cars into nearly 3 out of every 4 homes and to 
make the American workman the owner of the best transportation in 
the world. 

Growth in the automobile financing field has been tremendous. In 
January 1955 total retail automobile credit outstanding was estab- 
lished by the Federal Reserve Board to be $10.4 billion. Twenty-three 
months later, in November 1956, it had skyrocketed to $14.4 billion, an 
increase of almost 40 percent. Furthermore, this is nearly half of 
the total outstanding installment credit. The amazing thing is that 
this happened in the face of the hard money policies designed to pre- 
vent credit expansion. 

During this period of 40 percent increase there have been 6 boosts in 
the rediscount rate. 

Of this $141% billion in outstanding automobile paper, about 50 
percent is held by automobile sales finance companies, 39 percent by 
commercial banks, about 6 percent by other financial institutions, and 
about 4 percent by automobile dealers. 

Regarding the growth of the leading automobile finance companies, 
it is interesting to note that their total assets have increased tremen- 
dously since 1945. In the 10-year period, 1945 through 1954, some of 
the largest companies show growth as follows: 


Total assets 


| 
| 1945 1954 
| | suas 

| 


General Motors Acceptance Corp ; $107, 267,547 | $2, 651, 691, 802 
CIT Financial Corp es eke alka cite ‘ beeiaa’ 4 235, 625, 732 1, 540, 051, 709 
i So a awctne ngeea= vonduepeag e 187, 190, 217 | 955, 803, 109 


Associates Discount Corp aL is 43.5105 | ee | 600, 051, 382 
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These happen to be the Big Four of the automobile financing 
field, and the committee also has figures on the increases in the others. 

As regards net income on net worth, it is significant to note that 
since 1949, CIT Financial Corp. has netted not less than 24.7 per- 
cent before taxes and in 1954 made 38.1 percent before taxes. During 
the same period Commercial Credit has netted not less than 25.4 per- 
cent before taxes and in 1953 it made 35 percent on net worth. 

Associates Investment Co., on the same basis, has netted between 
28.7 percent and 36.5 percent. General Motors Acceptance Corp. 
netted 40.1 percent in 1956. Their profits after taxes approximate 
about half of the above figures. 

The growth of these and any other companies is welcomed. We 
are certainly not opposed to profits because that is the American way. 
Growth and profits reflect the vitality of our great free enterprise 
system. 

However, the impact of the cost of financing upon the millions of 
automobile buyers, who must pay the finance charges, adds to his 
transportation cost to a significant degree. Complaints have been 
repeatedly made that some elements of the financing industry have 
added so much in costs that the mass sales of automobiles have been 
seriously retarded instead of encouraged. 

Certainly proper and legitimate finance charges are necessary, 
but extraordinary charges—packs, hidden insurance package deals, 
pyramiding of duplicated insurance coverage, and other unneces- 
sary charges—tend to discourage the automobile buyer and unneces- 
sarily force the postponement of the buying of a new car. 

Included in the complaints the committee has received are charges 
of excessive refinancing costs where “balloon” notes are used ; extraor- 
dinary penalties for prepayment of car notes, and many other ques- 
tionable practices. Admittedly, not all of the companies engaged in 
automobile financing resort to such tactics but the impact upon the 
automobile industry of even a small percentage of such cases is de- 
structive of good industry trade practices. 

Parallel to automobile financing, and partly because of it, the in- 
suring of cars has become a major part of the cost of transportation. 
In our modern society with the accident rate reaching terrible pro- 
portions, and repair costs rising, finance companies must have some 
security for their investment. Therefore, insurance is usually re- 
quired with the purchase of the car for the benefit of the purchaser, 
the dealer who may still have some equity in the car, and the finance 
company. Therefore, insurance has become almost an integral part 
of the credit sale of automobiles. It represents in many cases a very 
important part of the charge beyond the price of the car itself. 

For example, the total amount car owners paid for collision insur- 
ance, usually a prime requirement in the financing of a car, reached 
$13, billion in 1953. 

Because of the importance of the insurance factor in financing of 
automobiles many large finance companies have their own subsidiary 
insurance companies. It is admitted by the financing companies that 
their subsidiary insurance companies write at least 70 percent of all 
policies on automobiles financed by them. The income deriving from 
this easily acquired business undoubtedly has made significant con- 
tributions to the profit figures and the volume of business done by 
the subsidiaries and the finance companies owning them. 
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The lumping of the finance and insurance charges into the borrower's 
note, without definite identification or separation of the charges, 
undoubtedly has led to widespread abuse. The buyer finds it very 
difficult to know exactly what insurance he is buying, or the amounts 
charged for it, and whether he is being given the correct and legal 
rate approved by the State insurance regulatory agency for his 
individual case. 

Recently there have been some serious allegations made regarding 
some finance companies and their subsidiary insurance companies. We 
shall hear testimony with respect to these allegations this morning. 

The National Better Business Bureau has long been a champion of 
the consuming public. It has ably helped this subcommittee in the 
past by checking on “gyp” and misleading advertising and mer- 
chandising practices in the automobile field. 

Its reputation is beyond reproach as a guardian of the public, and 
its courage in pursuing weuthwhile ends is well known. 

Our witnesses this morning are representatives of the installment- 
contract committee of the Association of Better Business Bureaus. 
The committee has been engaged in a State-by-State survey and study 
of finance practices and with misclassification of automobile insurance 
risks. Their search for facts has taken them into every State and the 
study has been in progress for the past 12 months. 

Mr. Kenneth Barnard, president of the Chicago Better Business 
Bureau, and chairman of the installment-contract committee of the 
Association of Better Business Bureaus, is our first witnesses this 
morning. He will be followed by Mr. Allen Backman, executive vice 
president of the National Better Business Bureau, and Mr. John 
O’Brien, director of the Better Business Bureau of Akron, Ohio. 

1 might add that we have a distinguished guest this morning, Mr. 
Victor H. Nyborg, president of the Association of Better Business 
Bureaus. He has worked constantly with this committee to help 
bring about this study and to require disclosure of the elements of the 
automobile installment contract. His study has resulted in rules 
passed on that subject by the Federal Trade Commission in 1952. 

Our first witness will be Mr. Kenneth Barnard, of Chicago. Mr. 
Barnard has been in the better business field since 1919 after his gradu- 
ation from the University of Michigan, where he received a bachelor 
of laws degree. He became head of what is now the National Better 
Business Bureau in 1922. He became manager of the Better Business 
Bureau of Detroit in late 1924. He became general manager and later 
praesent of the Chicago Better Business Bureau in 1932, the position 
1e NOW occupies. 

He is former president of the Association of Better Business Bureaus 
and for many years chairman of the committee on installment 
contracts. 

We are very glad to have you present, Mr. Barnard, and for the 
information that you have supplied to our committee in calling this 
matter to our attention. 

I would like to say as we start these hearings, if you have no objec- 
tion, we would like to have our witnesses under oath. 
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Would you raise your right hand ? 

Do you solemnly swear that the testimony you are about to give in 
this hearing shall be the truth, the whole truth, and nothing but the 
truth, so help you God ¢ 

Mr. Barnarp. I do. 

Senator Monroney. Thank you very much. You may proceed. 


TESTIMONY OF KENNETH BARNARD, CHAIRMAN, COMMITTEE ON 
INSTALLMENT CONTRACTS, ASSOCIATION OF BETTER BUSINESS 
BUREAUS, INC. 


Mr. Barnarp. Mr. Chairman, members of the Subcommittee on 
Automobile Marketing Practices, the attention of the Subcommittee 
on Automobile Marketing Practices of the Committee on Interstate 
and Foreign Commerce, United States Senate, is respectfully directed 
to a scheme for mulcting individual collision-insurance policyholders 
on a seale well-nigh incredible. Examiner Whitesides of the Texas 
Board of Insurance Commissioners has estimated the take will equal 
$25 million. Some other authorities concede that “guesstimate” may 
prove much too small. 

When one’s collison-insurnace policy on his automobile expires, or 
is first taken out, it is usual to inquire if he has anyone in his family 
under 25 years of age who will drive the car. Experience has proved 
that those under that age have higher accident records and, hence, 
involve greater risk. A simple questionnaire is attached to the policy 
application. 

One has merely to check that class in which he belongs. If he has 
drivers in his family under 25 years of age he belongs properly in 
class II. If he has not, he is entitled to be cataloged in class L 
Class II carries a substantially higher premium of a penalty nature. 
In collecting that penalty premium willy-nilly from thousands of 
car purchasers, wholly without justification, lies the basis of this plan. 

Thus another important segment of automobile time financing has 
devised an even more fruitful plan for fleecing the automobile buyer 
than was the finance “pack,” as previously exposed. 

Not more than 20 percent of all collision risks properly belong in 
class II. Nevertheless, in this scheme up to 80 percent were arbi- 
trarily put there, according to the transcript of the Texas hearing, 
and the Saban premium regularly collected from them. Overcharges 
ran as high as $125 on a 3-year policy, according to Thomas J. Kel- 
leher, Jr., principal insurance examiner of the Insurance Department 
of the State of Massachusetts. 

How was all this done? No rating information from the finance 
agency or the dealer, for the finance agency’s insurance affiliate, was 
had or requested. Hence, at least six known insurance concerns took 
unto themselves overcharges to which they had no claim, either moral 
or legal. These six companies, all affiliates of national finance com- 
panies, are: 

Calvert Fire Insurance Co. and Cavalier Insurance Co., both affili- 
ates of Commercial Credit Co. 

Emmco Insurance Co., affiliate of Associates Discount Corp. 

A Industrial Insurance Co. affiliate of American Installment Credit 
Jorp. 
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Marathon Insurance Co., affiliate of Pacific Finance Corp. 

Service Fire Insurance Co., affiliate of Universal CIT Credit Corp. 

Reports from Connecticut, Massachusetts, New York, and some 
other States, indicate that additional but unnamed companies may like - 
wise be involved in these misclassifications. However, this involve- 
ment could be on a much smaller scale and, in some instances, possibly 
unintentional. 

It should here be stated that the total number of insurance com- 
panies, which profited from such secret windfall profits, nonetheless 
seems comparatively small. From the outset, too, one of the Nation’s 
largest national finance companies scrupulously refrained from be- 
coming embroiled in this clever money-grabbing device. The Nation’s 
better business bureaus lack so much as a scintilla of evidence to con- 
nect this company and its insurance affiliates with this unparalleled 
plan. 

This committee believes the whole scheme was made possible of con- 
summation from connivance among certain automobile dealers, certain 
finance companies, and their insurance affiliates, as named herein. 
The plan exposes the finance pack in its most devastating form. 

According to Best’s Insurance Reports, the Service Fire Insurance 
Co., insurance affiliate of the large and powerful CIT interests, paid 
them $4,750,000 in dividends in 1955 on a capital stock figure in- 
creased in 1940 to $2 million. Hence, on this 1940 capitalization, be- 
fore possible surplus adjustments, dividends were at the rate of 237.5 
percent per annum. 

Apparently first challenged and exposed in Texas by the Texas 
Board of Insurance Commissioners, the response of the general counsel 
for Universal CIT, who also represented its affiliate, Service Fire In- 
surance Co., at the outset was both uncooperative and callously in- 
different to the public interest. He argued before the Texas Board 
of Insurance Commissioners [see transcript of those proceedings, held 
in the fall of 1955] that if any overcharges had occurred they were 
refundable only to the finance company, which had ordered the insur- 
ance from its own insurance affiliate for the policyholder. 

Thus even when the plan had been uncovered by the ‘Texas Board of 
Insurance Commissioners, which cooperated effectively with the As- 
sociation of Better Business Bureaus, Inc., in revealing its amazing 
details, counsel for Service Fire Insurance Co. recommended these 
overcharges merely be transferred from one pocket to another. Taken 
from the policyholders, he said they would be refunded only to his 
other client, Universal CIT, itself, not to the policyholders who had 
suffered the loss. 

But, while at the beginning brazenly arguing thus, counsel for 
Universal CIT and Service Fire Insurance Co. unequivocally yielded, 
when the Texas Board of Insurance Commissioners ordered refunds 
to policyholders affected be made forthwith. That body did not agree 
with his philosophy that the “time price” of an automobile legally 
could include a flat figure for insurance, regardless of the facts sur- 
rounding the individual insureds. The courts, he had said, had made 
this clear. But he made no attempt to try this issue in any court, in 
Texas, or so far as is known, anywhere else. 

In the next breath, however, counsel for these two corporations 
denied to the Texas Board of Insurance Commissioners that he was 
advocating insurance coverage be averaged as to cost—a procedure 
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expressly prohibited by law. He likewise denied that his clients were 
giving insurance free, which the law likewise proscribes and prohibits. 

Meanwhile, Service Fire was being nintidl on probation in Okla- 
homa, and had come under official scrutiny in most all of the 48 
States. A vast national scandal at least was being uncovered. The 
truth was hitting home. 

States ordering large and comprehensive refunds of overcharges 
included Arkansas, Connecticut, Indiana, Kentucky, Massachusetts, 
Michigan, New Jersey, New York, Ohio, Oklahoma, Pennsylvania, 
and Texas, merely for example. 

“Overcharges” resulting from “misclassifications” were really 
obtaining money by false pretense—money taken from innocent car 
buyers who, because the facts had been so cleverly concealed, did not 
even complain about them, to better business bureaus or to any other 
agency, official or quasi-official. 

Senator Monroney. By that you mean that there were refunds 
ordered in other States by the State insurance commissioners, but 
these are only examples of where some of the outstanding work was 
done on getting this money back ? 

Mr. Barnarp. That is correct. 

Senator Monroney. I didn’t want to interrupt but I thought that 
should be made clear. 

Mr. Barnarp. That is correct. 

Senator Monroney. There were other States involved ? 

Mr. Barnarp. Yes. 

New Jersey’s commissioner of insurance previously had said that, 
because underwriting information had been retained at the finance 
company or bank, and not forwarded to the home office of the company 
for proper classification, by the company’s underwriters, the commis- 
sion had thought the omission of complete data was deliberate. 

Obtaining elementary rating information, of course, is essential to 
the routine business of every legitimate underwriter. Naturally, it is 
essential, too, to the insurance buying public and to the insurance 
buying public’s pocketbook. 

Massachusetts’ insurance commissioner has described the scheme of 
misrating consumer automobile collision insurance risks as— 

a combination of slipshod and unconscionable practices, perpetrated jointly by 
a number of automobile dealers, financing institutions, and their affiliated 
insurance companies, 

Rates which any insurance company may legally charge are imposed 
or approved by the various State insurance commissioners. 

Although Mr. Allan E. Backman will read to your honorable com- 
mittee a copy of the resolution, passed by the National Association of 
Insurance Commissioners in December 1955, that action could not be 
binding on any of its constituent members. Some insurance commis- 
sioners frankly so indicated, from the very outset. Nevertheless, Mr. 
John L. O’Brien, also of this committee, will present further docu- 
mentation and proof of the widespread existence of this scheme to 
overcharge, 

Calling the offer to refund “fair and reasonable,” the resolution 
of the National Association of Insurance Commissioners covering 
overcharges which had been discovered, was specific. In effect, most 
of the insurance commissioners in that resolution said only to the 





| 
| 
| 
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offenders: “Take your hand out of their pockets and return the money 
you have obtained under false colors.” 

This committtee, therefore, considered such a resolution a white- 

rashing of these practices. According to the resolution, refunds were 
to be made only on those policies in force on June 30, 1955. In that 
resolution, too, was mentioned the existence of a “grave question of 
law,” as to who was entitled to the return of “overpayments ’—exactly 
as previously argued by counsel for Service Fire. How about those 
victims who were overcharged previously? Were they merely to be 
forgotten or ignored ? 

Even the implications of the resolution had to be “smoked out” by 
the better business bureaus. A questionnaire, sent to the insurance 
commissioners of every State in the Union—and I might add Hawaii 
and Alaska, too. 

Senator Monroney. The District of Columbia, too? 

Mr. Barnarp. That is right, the District of Columbia, too, by this 
committee on February 24, 1956, asked nine direct questions. They 
were : 

1. Did not the overcharges, to which such resolution referred, con- 
cern misappropriation of funds collected from policyholders, instead 
of “possible misclassification” of some insureds, charged premiums 
in excess of the applicable rates ? 

2. Does the resolution cover refunds only to insureds having policies 
in force as of June 30, 1955 ? 

8. If so, how about all policyholders having policies written since 
the issuance of authority for the “penalty” premium some years ago? 
Will they receive refunds, likewise ? 

4. What company, or companies, are involved in your present 
investigation ? 

5. What is your estimate of the total amounts collected without 
legal warrant, as described in the resolution ? 

6. Why is there a “question of law” in most States, as to who may 
be entitled to the return of any such overpayment ? 

7. Why, in your judgment, are only those “insurers engaging in the 
business of automobile physical damage insurance covering financed 
cars” involved ? 

8. Isn’t it a fact that “one of those insurers which may now have 
misclassified assureds” has admitted it, and now claims to be effecting 
refunds to policyholders affected ? 

9. Why, in your judgment, should any “settlement” reached excuse, 
in effect, obvious violations of law and, if it does excuse them, how 
ean such “settlement” be deemed “fair and reasonable” ? 

Although replies, of course, were not obligatory, these questions, 
which were asked in the public interest, brou ht: 

1. Forthright replies from less than half of the insurance com- 
missioners addressed. 

2. Evasive or unrevealing responses from a few. 

3. No answers from the majority. 

An unwillingness to disclose all the facts—and a certain reluctance 
to face them—became evident from a majority of these public officials. 
Such reluctance and secrecy, in many official quarters, still persists. 

Some officials, like the top insurance executives of Connecticut, 
Massachusetts, Michigan, Oklahoma, and Texas, merely for example, 
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cooperated zealously with the better business bureaus in their long 
and arduous investigations. 

Most insurance officials, nevertheless, declined to reveal the names 
of specific offenders. The recent release in New York State is no 
exception. In some States, refunds aggregating millions of dollars 
have been—or are being—-made. Refunds of “overcharges” discovered 
in New York total $1,013, 926, according to the recent report. 

These refunds, of course, go only to those who claim them, among the 
thousands of innocent, overcharged policyholders. Those thousands 
of victims, who could not be located or who did not answer the question- 
naire which had been ordered sent them, never received the refunds 
to which they are entitled. The offending companies merely retained 
them. They still retainthem. The total of such retentions aggregates 
many thousands of dollars—perhaps millions. 

Were these overcharges, these so-called misclassifications, inten- 
tional? The facts seem to provide the answer. 

It being assumed one intends the legal consequences of his own acts, 
these facts are persuasive. Perpetrated in thousands of cases, in 
precisely identical manner, by the same offenders, the scheme shows 
no other conclusion can be reached, except that these practices were 
intentional and deliberate. The scheme would appear to be well- 
nigh universal, throughout the United States. 

Senator Monronry. By that you mean for the company you have 
investigated ¢ 

Mr. Barnarp. That is right. 

Senator Monronry. It wasn’t universal as to all of the finance 
companies ¢ 

Mr. Barnarp. No, I think I said that. 

Senator Monronry. You did before, but I wanted to connect. that 
up with that particular paragraph—those practicing these misclassi- 
fications. 

It. was not isolated to any one State among those companies ? 

Mr. Barnarp. That is correct. 

Senator Monronry. I just wanted to make that clear. 

Mr. Barnarp. That is right, it was practically nationwide among 
those companies. The better business bureaus know of but one or 
two States which apparently were not involved. 

The State of Illnois, for example, would give no information 
on the situation to anyone. Its director of insurance, although 
prodded by the press and by the Chicago Better Business Bureau, 
elected merely to keep silent. Various excuses were offered—but no 
reason. Only within the past few weeks has a new director of insur- 
ance been appointed. He promises the Chicago Better Business Bu- 
reau full cooperation. 

And may I interject, Senator, here to say that on Friday, 3 or 4 days 
ago, I received a personal call from Director of Insurance Gerber of 
1} inois—— 

Senator Monronry. That is the new insurance commissioner ? 

Mr. Barnarp. That is right, and two members of his staff. He 
informed me that already in Illinois, although his predecessor had 
denied that there were any misclassification, so-called, at all—that 
the following companies have refunded the following amounts: 

Calvert Fire, $70,150.10, Emmceo, $4,432.35, Service Fire, $72,364.70, 
or a total of $126,947.15. 





i 
| 
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He also gave me the interesting information that although Indus- 
trial Fire claims to have done in Illinois a very small volume of busi- 
ness, nevertheless, from his examinations, that of that business only 
2.43 percent was allocated to class 1, 22.8 percent in verified class 2, 
and 71.2 percent in unverified. 

Senator Monronry. What was that last figure ? 

Mr. Barnarp. 71.3 percent in unverified oles 2 2. 

He tells me in the case of Service Fire that a total of 5,241 replies 
were received and of that number 3,925 charged “misclassification.’ 

Mr. Gerber admitted that the record shows that his predecessor, 
Justin McCarthy, did not himself order any circulars issued of policy- 
holders. 

Senator Monroney. You mean there was no action at all taken? ? 

Mr. Barnarv. Apparently none whatever. 

Senator Monroney. And what part of these refunds that you have 
read, amounting to $126,947.15—that is not broken down as to what— 
took place without his asking or without his demanding the refunds 
but was done as a part of this general circularization by the companies 
themselves / 

Mr. Barnarp. That is right, as a result of alleged misclassification. 

Senator Monroney. And better business bureaus activities / 

Mr. Barnarp. That is right. 

Senator Monronry. This new man has been on the job only a short 
time? 

Mr. Barnarp. Just a short time. 

Senator Monroney. And he has now compiled what figures are 
available? 

Mr. Barnarp. That is right. 

Senator Monroney. This probably represents what part of the gen- 
eral amounts that would be due in a State the size of Illinois ? 

Mr. Barnarp. Senator, I wouldn’t hazard a guess because he is right 
in the midst of his figures. We have another appointment 2 weeks 
hence to show what we will find at that time. 

Now he says that a second circularization of policyholders has just 
been ordered by him and that he is dropping in that second cireulariza- 
tion the requirement that claims be notarized. 

He feels, and I think everybody does, that such a requirement has 
a tendency to cut down the number of claims for refunds and scares 
people away from them. 

Senator Monroney. In other words, a person receiving these cir- 
cular letters from the insurance companies under several of the States’ 
operations, and particularly in Illinois, would require the person not 
knowing whether he was entitled toa refund. Most of the letters that 
I have seen that were sent out did not mention refund. It merely men- 
tioned an adjustment in the insurance policy y with a statement later 
saying that no increase in the rate would be charged. The person 
overe harged would have to hunt up a notary public ‘and pay a notary 
publie’s fee to notarize even his claim that he would be entitled to an 
additional refund. 

Mr. Barnarp. That isright. [think from the standpoint of humor, 
our questionnaire sent out in Illinois had another angle: It said there 
may possibly have been a mistake in your classification, a possible 
error, 
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Well, of course, our committee claims there is no error involved. 

Senator Monronery. In other words, only 2.3 percent of this one 
company that you just gave us mea on were in class I. 

Mr. Barnarp. That is right, 2.4 

Senator Monroney. And the 1 ae the 97.7 percent, were all at the 
higher rate? 

Mr. Barnarp. Yes, either verified or unverified. 

Senator Monroney. Verified was 22.8 percent, comes pretty close to 
the national average, does it not? 

Mr. Barnarp. That is right. 

Senator Monronry. Close to the legitimate class II. But the 
unverified, the 71.3 percent which were charged at the higher class IT 
rates, have not all been circularized, you feel, in the State of Illinois? 

Mr. Barnarv. Yes; he admits they have not. 

In the case of Calvert, for instance, his office says it has discovered 
213 policyholders who were not circularized by what he describes 
as an H letter. I presume it is this form letter. I asked him if any 
of the companies, any of the offenders, had been put on probation. He 
said they had not, that he had no power to put a company on pro- 
bation. I asked him if any had been ordered removed from Illinois 
asa punishment. He said they had not, and I asked him why and he 
said, well, no other State had done that. 

He also made the same answer with respect to the criminal prosecu- 
tion. He also admitted that concerning those policies in effect prior 
to 1953 no questionnaires and no cire ularizations of any kind had been 
seit ane I think he said none were planned. 

Senator Monroney. That isthe new commissioner ¢ 

Mr. Barnarp. Yes. 

Meanwhile, no word of protest has been received from any of the 
companies specifically named in the bulletin of the National Better 
Business Bureau, issued in September 1956. Copies of that bulletin 
already have been provided your committee. 

No objections have been voiced by attorneys for the companies 
affected. No one has denied that the better business bureau investiga- 
tion uncovered the truth and duly publicized it. Common justice to 
decent business and the consumer demanded nothing less. In com- 
bating and exposing the finance pack, this committee several times had 
been told by the representatives of automobile finance companies, first, 
that because the evil is so widespread only a national statute can pre- 
vent it, and, second, that the problem, fe sally, is not national in charac- 
ter, but must be handled by the States. The job must be done: thor- 
oughly, quickly, fearlessly, in our opinion. 

Since the better business bureaus, as a matter of national policy, 
do not pump for legislation, this committee does recommend, none- 
theless, that a uniform remedy be devised and applied. 

In the opinion of this committee, the scheme has no parallel within 
itsmemory. It deserves the condemnation of your committee, of every 
right-thinking American, and, if possible’ vigorous prosecution by 
anv and all of the authorities, State and Federal, having jurisdiction. 

Senator Monroney. Thank. you very much, Mr. Barnard. 

We have received 2 press releases, one by Service Fire and 1 by 
Kmmeo, which in all fairness should be allowed at this point to be 
made available to the press and placed in the record. 
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(The material referred to is as follows :) 
{From the law offices of Scott W. Lucas, Washington, D. C., March 18, 1957] 


Seott W. Lucas, Washington counsel for the Emmco Insurance Co., of South 
Bend, Ind., said today that when he received notice of the current hearings being 
held by the subcommittee investigating automobile marketing practices, he con- 
ferred with Senator Monroney, chairman of the subcommittee, and advised him 
that because of previous commitments it would be impossible for him or the com- 
pany’s representatives to appear on March 21 to testify on the subject under 
investigation, and that Senator Monroney agreed it would be acceptable for the 
representatives of Emmco Insurance Co. to appear at a later date. 

Attorney Lucas added that in an effort to cooperate fully with the subcom- 
mittee, he had filed with the counsel for and all the members of the subcom- 
mittee an exhaustive brochure, supplemented by nine exhibits, which set forth 
in great detail what the company has done in complying with the recommenda- 
tions made by the National Automobile Underwriters Assoeiation with respect 
to the various classifications for collision rates. 

Mr. Lucas said further that the brochure submitted to the subcommittee dis- 
closes, among other things, the significant fact that the Emmeco Insurance Co. 
was examined by a conference examination of the National Association of Insur- 
ance Commissioners, and that the examiners found that for the 12-month period 
ending September 30, 1955, the company used the forms and rates prescribed 
and filed for it for classifying risks, and that sufficient information was avail- 
able to make it possible for the examiners to state that Emmco’s risks were 
properly classified and rated. 


STATEMENT BY SERVICE FrrRE INSURANCE COMPANY OF NEW YORK CONCERNING THE 
HEARINGS OF THE UNITED STATES SENATE SUBCOMMITTEE ON AUTOMORILE Mark- 
KETING PRACTICES 


Service Fire Insurance Co. eliminated any misclassifications in its collision 
insurance business almost 2 years ago and has completed a program of refund 
payments to policyholders. Previous misclassifications resulted from the fact 
that, when classification programs were originally introduced in the various 
States, the initial rules and procedures were inadequate. Examination by State 
insurance authorities have made it clear that, as a result, misclassifications had 
been widespread in the industry and were not limited to the companies thus 
far named at these hearings. 

Service Fire voluntarily adopted rigorous new classification procedures when 
it was discovered that a misclassification problem existed. These went beyond 
the requirements of the existing rules and have effectively eliminated misclassi- 
fications since that time. Subsequently, the same procedures were made a part 
of the industry’s standard regulations and were required by State insurance 
authorities. Misclassifications are no longer a problem in the writing of colli- 
sion insurance. 

Service Fire was also the first company to initiate a voluntary proposal to the 
National Association of Insurance Commissioners to resolve the problem of 
misclassifications. This offer became the basis for a resolution that was adopted 
by the National Association of Insurance Commissioners on December 1, 1955 
(copy attached), and served thereafter as the pattern for the disposition of 
similar situations. The Service Fire program of reclassification and refunds 
has been completed in every State where the insurance authorities have felt 
there was a problem of misclassifications and authorized us to conduct our 
reclassification program. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 
PROCEEDINGS OF DECEMBER 1, 1955 


7. The following resolution affecting rate of insured financed automobiles was 
proposed and adopted : 

“Whereas it has come to the attention of this committee that some insurers 
engaging in the business of automobile physical damage insurance covering 
financed cars had, due to possible misclassification of some insureds, charged 
premiums in excess of the applicable rates; and 

“Whereas this matter has been receiving the serious consideration of this 
committee, not only from the standpoint of fashioning measures to prevent any 
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misclassification but also with a view toward effecting the return of the over- 
charges, if any ; and 

“Whereas there exists a grave question of law in most States as to who may 
he entitled to the return of any such overpayment; and 

“Whereas it appears that at least one of the insurers which may have mis- 
classified assureds has, effective as of July 1, 1955, installed new rating proced- 
ures on a nationwide basis which were designed to and in all likelihood will 
prevent future errors in the classification of insureds ; and 

“Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respeet of all 
policies previously written which were in force on June 30, 1955, and on the 
basis thereof and without resolving the question of law involved, refunds of 
proven overpayments will be made to the insureds; and 

“Whereas under the proposed settlement an insured will be entitled to a refund 
of overpayment by furnishing rating information on a prescribed form properly 
verified showing that there was an error in his classification ; and 

“Whereas the offer of settlement is made without prejudice to the legal rights 
or contentions of any partices cone erned : Now, therefore, be it 

“Resolved, That it is the sense of this committee that such offer is fair and 
reasonable; and be it further 

“Resolved, That this committee recommend favorable consideration of such 
offer by the several States to which it may be made, unless the laws thereof 
otherwise provide; and be it further 

“Resolved, That this committee recommend to the several States that such 
offer be the pattern for the disposition of all similar situations.” 

Senator Monroney. It is not the desire of the committee to try to 
have all of the evidence relating to these companies and their prac- 
tices without giving them an early opportunity to be heard. Many 
of them—all of them that have been mentioned—and others have been 
invited to appear at these hearings. Due to disability of some of the 
heads of these companies, unavoidable absence of their attorneys, and 
other reasons, we will not be able to get to all of them immediately, 
but certainly those persons wishing to have their press releases made 
available and placed in the record of this committee, I think should 
be received at this time. 

Mr. Barnard, to amplify this a little bit more, since the cutoff date 
involved only the persons having policies in force at the date of June 
30, 1955, your position is that even on the refunds thus far made— 
that it covers only a portion of the time in which these overcharges 
were going on; is that correct ¢ 

Mr. Barnarp. We feel these overcharges began when the provision 
for the so-called penalty premium was made, and, therefore, go back 
several years in these States prior to that date. 

Senator Monronrey. Isn’t it a fact that the class I and class IT rate 
became effective in most States in the latter part of 1950? 

Mr. Barnarp. According to my information, that is correct. 

Senator Monroney. According to the information our staff has 
secured, most of the States went on a two-rate system in the latter half 
of 1950. At that time, as I recall it, from the staff’s studies, this in- 
volved a 10 percent penalty over the class I rate for the persons having 
children in their family under 25 who drove the car; is that correct! 

Mr. Barnarp. I think it is correct. Of my own knowledge, I do not 
know the applicable percentage, but I understand that is correct. 

Senator Monroney. Our staff studies further show these rates were 
later adjusted upward to a greater penalty between the class I and 
class II penalties in 1954 in most States. Therefore the 35 percent 
extra charge—which is the one I assume you refer to, amounting to a 
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difference of about as high as $125 per car on a 3-year policy—ran 
from that date on, until 1955 

Mr. Barnarp. As I understand it, that is correct. 

Senator Monroney. I would like to insert this in the record at this 
point, because in these hearings the matter of when these rates become 
effective, and the reer unwillingness of some of these companies 
to admit that overcharges were ieedilishe under the simple class I, class 
II, 10 percent differential is important. This is merely a chart show- 
ing when these rates became effective. 

(The material referred to is as follows :) 


Collision classifications 


Peiieeeeininiinandjenicidy - silianmligines ~ ened pinback anata ; 








| 
| | | mee, | 
11A, 1B, 
| Texas, | | 1, 2, 3, | | 1AF, | 
} 4,2, 1, 2, 3, | 1, 2AB, Farmer 1,1F,2,, 2A, | 1,1F, 
| 10 per- | 35 per- | 2C, 3, | 1, 1F, & | Iilinois,, aF, 2D,| 2AF, | 2, 2F, 
State cent | cent 1F, 2 2) oF’ | | Farmer, ae 4 2p F, 2C, | 3, and 
spread | spread | 2ABF,! '3 Corp., | 1F, 2F and | 2CF, | DTC 
| | 2CF | 1F or | oTC | 2D, 
2F | 2DF, | 
| } } | 3, and 
| DTC |} 
Alabama.......... ; 6/50 | 11/53 “ 9/54 8/55 
ID acbiekimckinh nies | 5/50 12/53 6/54 2/55 6/55 
Arkansas. . -_-.- p2cies -| 6/50 | 2/54 | if 1/55 
California. ___-.-_- ms 4/50 9/50 |_- | 6/54 1/55 6/55 | 
Colorado___- ; ..-| 7/50) 4/54 | } 2/55 6/55 | 
Connecticut. .._.. ---| 6/50} 10/53 |-- | 6/54 | ; | 6/55 
Delaware ___- 6/50 10/53 | 6/54 6/55 
District of Columbia.___-___|_ 6/50 | 10/53 | _- | 6/54 | 5 i 6/55 
ica | 5/50} 11/53 | 9/54 | ee 8/55 
Georgia. ___- tele ceecbhl RO 1 Pee 1.2. | 10/54 | 8/55 | 
aebe diginnee~tarebentes| - 9/53 BP | 6/54 1/55 |+--5 6/55 | 
I etiam : 2/5 ste /55 | 
gaa oils 7 5/50 | 1/54 | | 9/54 | 7/55 | | 2/56 
owa inca ‘ 6/50 10/53 8/54 9/55 2/56 
Kansas-.- -._- 5/50 6/54 4/55 7/55 2/56 
Kentucky ---- = ‘ 6/50 | 4/54 ‘ 12/54 10/55 2/56 
Leaweeeme............ | 12/55 
Maine__-_- + retell 7/50 | 11/53 |_- 6/54 6/55 2/56 
Maryland. -_.. 6/50 | 11/53 ..| 6/54 6/55 | 2/56 
Massachusetts_- ; | | 8/54 8/55 | 
Michigan__---- a 7/50 | 11/438 |- | bend? A/5B. 8/55 2/56 
Minnesota__ 5/50 | 11/53 | 10/54 | 8/55 2/56 
Mississippi. --_ -- 6/50 |_- |- | | 10/55 2/56 
Missouri... wi 5/50 | 11/53 | 8/54 | 8/55 2/56 
peontans......... 5/50 | 10/53 | _.| 6/54 2/55 | 6/55 2/56 
Nebraska.--------- : 6/50 BE Lact ons é -| 1/55 7/55 2/56 
Nevada_.----- ‘ 5/50 9/53 | |} 6/54] 1/55) 6/55 | 2/56 
OP RNR oot ds 1554p mf nts odo bog Conan sth , 
New Jersey 7/50 | 8/54 9/55 | 2/56 
New Mexico.......__- | 6/50; 3/541-- | | 1/55 6/55 | 2/56 
New York-__-_. in WON fod hited ie 4 Qh 5 6/55 2/56 
North Carolina 12/50 | Larne 10/55 | | 2/56 
North Dakota sce oe 5/50 |} 10/53 |....-.-. | 8/54 |_- ; 9/55 | } 2/56 
Cees... Acces 6/50 |} 10/53 |... 9/54 | ; 8/55 | 2/56 
Oklahoma. - ------ adie 5/50 | bRe Soe oye 7/55 | 2/56 
Oregon - o oe 5/50 10/53 |...... . 6/54 BID Aeiccaitns 6/55 2/56 
Pennsylvania. oan : 6/50 | 12/53 7/54 |_ ; 6/55 2/56 
Rhode Island__.....-......-| 6/50 | 10/53 |_- .| 6/54 ie 6/55 2/56 
South Carolina. _-...--- 6/50 10/53 |_- | 5/54 8/55 2/56 
South Dakota__._.-. | 5/50 10/53 .| 8/54 9/55 2/56 
Tennessee -_- 8/50 3/54 | 12/54 s 9 55 2/56 
emacs 22S f 2: 5/52 5/54 | 6/55 
SS ‘ . 5/50 10/53 5 6/54 1/55 |_. ; 6/55 2/56 
Vermont__.. 6/50 10/53 | 6/54 6/55 2/56 
Virginia _.. 1/56 
Washington _. 5/50 Oe 1. tae we 6/54 1/55 6/55 2/56 
West Virginia | 6/50 2/54 6/54 9/55 | 2/56 
Wisconsin - - _- ..-| 6/50! 4/54} 1/55 7/55 2/56 
Wyoming_--_- 6/50 3/54 | 1/55 6/55 2/56 


} 
| 
| 
' 
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Senator Monroney. I would also like to point out, since there was 
some discussion which has occurred on some of these States, that a 
few did not have and even do not have today the adoption of the 
nationwide coalition rates applicable. I think New Hampshire is 
the only State that still has not gone . this system; is that not 
correct ¢ 

Mr. Buspy. Yes, sir; that is correct, New Hampshire is the only 
one that has no classification. 

Senator Monronry. Some of the other States did not adopt the 
big differential between the first and second class of the 30 percent 
as early. Louisiana, for example, did not go on it until December 
1955. Mississippi, November 1955; Illinois went on it—well, they 
were on the 10 percent in 1951 and went to the 30-percent differential 
in January 1955, 

This will be a matter for the record, but I think in all fairness 
to the States that it should be noted that they were not all on the 
higher rate at a uniform date. 

Mr. Bussy. The remainder went into the class I, II, and ITI, and 
the 35-percent differential usually in the latter part of 1953 or the 
early part of 1954; most of them in 1953. 

Senator Monroney. I would also like to state that our staff study, 
in trying to gather all possible information as to the amount of refunds 
heretofore made, by the insurance companies, as a result of their 
circularization, appears to be in the neighborhood of $5,200,000 for 
all the 48 States. That refund would relate somewhat to the figure 
you gave us for the State of New York, I believe, which was 

Mr. Barnarp. $1,013,000, I believe. 

Senator Monroney. Inthe one State alone? 

Mr. Barnarp. Yes. Of course, 1 doubt, Mr. Busby, if you had 
Illinois in, too, at the time. 

Senator Monronry. Yes; that was in the list. 

Mr. Barnarp. Was it in? 

Senator Monronry. Yes. 

You don’t know whether all of these figures for Illinois that you 
gave us relate to cireularization or whether there was some amounts 
paid in? I am particularly wondering about the source of those 
figures. 

Mr. Barnarp. Well, according to my information, all of them stem 
from so-called misclassification, ‘and from the sending out of this ques- 
tionnaire by the director of insurance. 

Senator Monroney. Now, on percentage of misclassifications, you 
stated that it was in the neighborhood of 20 to 25 percent that are 
normally found from your studies to be properly under a verified 
basis to be in the class I or the higher rate? 

Mr. Barnarp. According to my information, that is correct; around 
20 percent. 

Senator Monroney. But in Illinois you pointed out that of your 
figures only 2.3 percent were in the lower bracket ¢ 

Mr. Barnarp. Of that one company ; yes. 

Senator Monronry. In the State of Oklahoma, I understand in 
which Commissioner Hunt has been quite active since this matter was 
turned up in Texas. Our figures ranged in the neighborhood of 98 
percent at the higher rate, and only 2 percent at the preference rate. 
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(The material referred to, received by the subcommittee staff from 
the National Automobile Underwriters Association, is as follows:) 


NATIONAL AUTOMOBILE UNDERWRITERS ASSOCIATION, 
New York, N. Y., March 1, 1957. 
Re collision classification plan for rating private passenger automobiles 


Hon. A. 8S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D.C. 

DEAR SENATOR MONRONEY: Enclosed are exhibits marked “A,” “B,” and "C.” 
These were requested by your counsel, Mr. David Busby, when he called at this 
office recently. 

Exhibit A represents information sent to the State Insurance Board of Okla- 
homa at the request of Commissioner Joe B. Hunt and gives the distribution 
percentagewise of risks in classes 1 and 2 for the months of July, August, and 
September of 1954 for the Service Fire Insurance Co.; also, the distribution 
percentagewise for classes 1, 2, and 3 countrywide for the calendar year 1954. 
This latter information, I believe, was previously furnished you. Included also 
is the analysis by classes 1 and 2 of business written by the Marathon, Calvert, 
and Cavalier Insurance Cos. for the third quarter of 1954 in Oklahoma. 

Exhibit B displays the percentage distribution by collision classes for the 
third quarter of 1954 for Motors Insurance Corp., Service Fire Insurance Co., 
and the Calvert Fire Insurance Co., in New Mexico. 

Exhibit C is a summary of a tabulation furnished the New York Insurance 
Department. This includes the distribution percentagewise by classes 1 and 2 
for the third quarter of 1954 for each company reporting to this association. 

You will note in these exhibits several references to a written car exposure 
expressed in months and years. The exposure by car-months is the term of a 
policy expressed in months. In other words, if a policy is written for 18 months, 
the exposure in car-months would be 18, and the same policy expressed in an 
exposure of car-years would be 14. 

Other data requested will follow as promptly as it becomes available. 

Very truly yours, 
How arp 8S. OmsBerG, Vanager. 


UXHIBIT A 
OcTOBER 10, 1955. 
Re private passenger $50 deductible collision—Oklahoma—reported by Service 
Fire Insurance Co. 
Mr. Jor B. Hunt, 
Commissioner of Insurance, 
State Capitol, Oklahoma City, Okla. 


DEAR COMMISSIONER: In accordancce with the request contained in your tele- 
gram of September 28, our reply of September 28 and our letter of October 7, we 
have made an analysis of the above-captioned company’s reports by collision 
classification. 

The analysis shown below covers the reports of this company to the associa- 
tion for the months of July, August, and September of 1954. 

The reports sent to us by companies do not furnish us with the number of 
policies, but we do have the exposure in car-months which should furnish you 
with a distribution approximately the same as number of policies issued. 


Collision class Written exposure Percent 
car-months 


iin a a » cated aera ee . ees ante ee 505 1.5 
3.. q ah Miike sath 3 Bia hn chbk cchbateh cost 32, 143 98. 3 
Unclassified ; eaken la lee ale oe ---| 60 2 

Total ohne. iets piece bate ee a eR, So 32, 708 100. 0 


We hope that this furnishes you with the information which you are seeking. 
Yours very truly, 


W. D. H. Actuary. 
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OcroBerR 14, 1955. 
Re private-passenger $50 deductible collision, countrywide. 
Mr. Joe B. Hunt, 
Commissioner, State Insurance Board, Oklahoma City, Okla, 
DEAR COMMISSIONER: In accordance with the request contained in your tele- 
gram of the 13th I am showing below the analysis of the private-passenger $50 
deductible collision exposure, countrywide. This covers the calendar year 1954 


of all companies reporting experience to the association. 
Percent of 


Class: ex posure 
oe a Un cok ebbbade lunes eee eee 65 
Mhorsys ester mean con aly abel, wn sis cin at CED cscs ch ci es ck blithe lmacae laa it eae Se 29 
iii aes oan ews ppp en ev esuts Se edd inindcstaig en gl gdp ee 8 


While only 2 classes were involved during 1954 in the State of Oklahoma, 
in most States 3 classifications were involved during that year. The third 
classification was a part of the class 2 in use in Oklahoma from June 29, 1953, 
to July 5, 1955. 

I hope this furnishes you with the information which you are seeking. 

Yours very truly, 
W. D. H., Actuary. 


OCTOBER 28, 1955. 
Re private-passenger $50 deductible collision, Oklahoma Marathon, Calvert, and 
Cavalier Insurance Cos. 
Mr. Joe B. Hunt, 
Insurance Commissioner, 
State Capitol, Oklahoma City, Okla. 


DEAR COMMISSIONER: In accordance with the request contained in your wire 
of the 24th, to which I replied by wire on the same day, I am pleased to send 
you herewith the analysis of the above-captioned companies’ reports to this 
association for the third quarter of 1954. This analysis shows the exposure in 
car-months segregated by the collision classifications applicable in Oklahoma at 
that time. 


Collision | Written 





| 
Company class exposure Percent 

(car-months) | 
latinas peintabindine i = ca pa edisdinit ee a 
Marathon... - ‘ 1 | 324 1.8 
2 | 17, 221 98. 2 
Total_--- | 17, 545 100.0 
Calvert. By rere peer 
2) 7, 833 92.8 
Total. | 8. 437 100.0 
Cavalier......... : - ; ‘1 sae err 12 | ee 
2 18 60.0 
Total... -- val 30 100. 0 





I hope this will give you sufficient information for your purpose. 
Yours very truly, 
W. D. H., Actuary. 
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.XHIBIT B 
New Mevico 


Percentage distribution, by collision classes of private passenger $50 deductible 
collision cxposure, reported to NAUA, 3d quarter 1954, December 1955 


[Percent] 
r me r ; r 4 
| Class1 | Class2 | Class 3 | Unclassi- 
| fied 


+ ebaRes esac a 
Motors Insurance Corp. (2,800 car-years) : 67.9 30.0 | 2.1 |--- 
Service Fire Insurance Co. (490 car-years) - 10.1 | 88.8 |_- 1.1 
Calvert Fire Insurance Co. (352 car-years) 30. 2 | 67.6 | 2.2 

| | | 


Exuisit C 


Sammary of statistical ratios, class 1 and 2 automobile collision risks, 3d quarter, 
1954, National Automobile Underwriters Association (class 3 ratio omitted) 


FINANCE COMPANIES 


Total Percent of total 
exposure exposure 
(car- bs 
months) 
Class1 | Class 2 
Calvert Fire, Philadelphia, Pa \ ss An a | "7 
Cavalier, Baltimore, Md 64, 450 28.0 W. 9 
Emmeco, South Bend, Ind 61, 845 39.7 58 
General Exchange, New York City 1 BO), SST baa hu 19.7 
Motors, New York City pine ae ae ? 
Industrial, lowa 32, 900 17.6 80. 0 
Interstate, N. J 5, 597 3.9 14.7 
Mount Beacon, New York City 12, 770 TRF 71.9 
Service Casualty, New York City \ oR OR ‘ : 
Service Fire, New York City ‘ j 125, 059 10. 3 89. 0 
Stuyvesant, New York 19, 398 15. 4 74.6 
American Fidelity Fire, New York 25, 003 29.92 72.7 


OTHER THAN FINANCE COMPANIES 


Class 1: Under 20 percent of 


total exposure 


Quaker City Fire & Marine- --- . 125 23. 2 76.8 
American Home Assuarance Group : 13, 001 29.3 66.9 
South Carolina Insurance 5, 842 18. 5 80. 7 
Pacific Fire 16, 709 21.1 | 77.3 
Jersey Insurance 26, 060 4) 88. 5 
Millers National Group 1, 707 8.6 90.7 


Class 1: 30 to 40 percent of total 
exposure 


Albany. - 2, 732 38.9 | 61.1 
Continental Insurance 26, 146 38.6 | 56. 0 
Phoenix Insurance Group 93, 127 35.7 60. 1 
Kansas City Fire & Marine 2, 636 31.8 | 62. 4 
Bankers & Shippers. --- 27, 197 37.8 | 58.8 


Class 1: 40 to 50 percent of total 
exposure 


| } 
Old Colony 49.0 48.5 
Commercial Union Association 43.3 48.5 
Fireman’s Fund Insurance (Boston) 43.2 53.1 
Fireman’s Fund Group (San Francisco) - - - 42.3 | 57.7 
Citizens Insurance 48.5 44.8 
Granite State Fire- 40.3 | 59. 0 
Great Eastern Fire- --- 49.4 | 50.7 
Union Insurance Society “ 40.1 46. 6 
Traders & Mechanics ; ‘ 47.1 | 49.0 
Michigan Mutual Liability. a | 17.0 2.9 
Peerless Casualty. ei a | 46.4 34. 6 
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OTHER THAN FINANCE COMPANIES—Continued 








Total Percent of total 
exposure exposure 
(car- 


months) | 


idle aici 
| Class 1 Class 2 





Class 1: 50 to 60 percent of 








| 
| total exposure 
sasisenscccaesiaremiuimaiaasaniinipilg 
Switzerland General_.- 
Aetna Fire (Chicago) - : 
Caledonian Insurance Group... .-_- fit eebenes pees .8 
Century Insurance Group. --_- ; ; i caezal -6 
American Central Insurance. -__- s pains x bi — i € 
California Insurance-__-__- waked 5 ase eae 2. 2 
Palatine Insurance. wa ‘ | 5.0 
London Assurance Group... a 1 
New Hampshire Fire ___. 5 
Scottish Union & National_- 43.7 
American Union Insurance. | | 46. 5 
Springfield Fire & Marine_. : | | 33.1 
Appleton & Cox. soo) ae a roe : 7 } } 45,2 
Chubb & Son. i ‘ ‘ | 36. 4 
ae Company of America ckbuctbcctanzas ‘ wbasaciccée 35.4 
11 Assurance. bee Ash : barbee 34.1 
Olive Coopers ative. ___- : ‘ ; ‘“ ‘ E | 47.1 
Columbia Casualty - ‘ z | See 
Insurance Company of North America. -.___- : | 40.0 
Philadelphia Fire & Marine_-_- ; 38. 4 
| 
Class 1: 60 to 70 percent of 
total exposure 
| — . - nian cients t 
Agricultural ‘ | 11, 797 69. 2 20.5 
Atlas Assurance | 4, 496 60.9 36. 7 
Boston Insurance | 9, 146 69.0 | 24.4 
Commercial Union Fire — sda | 5, 565 61.2 | 27.3 
Union Assurance Society. - .- | , 716 68.4 | 27.4 
Excelsior Insurance __. | 6, 381 63.0 | 34.9 
Great American Group (Chicago) -- } 36 66. 7 33.3 
Hanover Fire Group | 18, 571 63.4 31.8 
Northwestern Fire & Marine. - } 512 68. 2 17.9 
Northern Assurance Group. ; i } 4,145 61.3 31.6 
Columbia Insurance - . ‘ | 409 67.0 | 18.5 
Providential Washington Insurance ‘ 6, 874 68.7 | 26.5 
Sun Insurance Group__- 5 axe 14, 262 62.3 | 24.6 
New Britain & Mercantile Group a Bid 18, 366 69.0 | 21.3 
American Aviation & General ae eee 286 69.6 | 13.3 
Northern Insurance of New York ‘ : 64, 417 64.8 | 30.8 
Merrimack Mutual ___-_- — agent 12, 103 67.8 | 31.7 
Cosmopolitan Mutual. - oe | 920 67.8 6.5 
Employers Mutual. . - ‘ : ‘ seas) 3, 843 61.8 | 7.6 
Grain Dealers Mutual. . 1, 865 67.3 27.9 
Canton Cooperative a ‘ | 1, 283 66. 2 29.1 
Cooperative Fire ‘ succe oseanesal 1, 090 62.1 16.5 
Oneida Cooperative ‘ ss itn ctw! 519 68.0 29. 5 
Pioneer Cooperative ‘ 1, 469 | 69.3 24.5 
‘Tompkins Cooperative ° 2,014 | 69.1 28.1 
Ras Derinets Be Osees. Ws 2 225... 22 bec ccncesee “ senuees ee 5, 552 | 67.6 27.9 
Pacific National Fire atebcewse ; : sais 1, 306 65.1 20. 6 
Universal Insurance pS wedrintiwee ‘ ; | 12, 531 68. 2 24.8 
Otsego Mutual wa - ween ‘ 7 . } 1, 610 64. 2 32. 1 
American Policyholders een = wu 60 60.0 40.0 
Pennsylvania Manufacturers Association Casualty - - --- seititlent 70 61. 4 38. 6 








OTHER THAN FINANCE 


Home Insurance Co 

Hartford Accident 

Paramount 

Aetna Fire Group 

Empire State 

American Insurance... 

Aetna Casualty Group 
Camden Fire__. 

American Eagle Fire- 
Fidelity-Phenix_- 

Niagara Fire_. . 
Home Fire & Marine (Boston) 
Glens Falls Insurance_- 

Great American Group. .-- 
Hartford Fire 

Twin City Fire 

Hartford Fire (P. C.) 
Yorkshire Insurance Co 
National Fire Group --_- 
National Fire Group 


London & Lancashire Indemnity - 


Norwich Union Fire 

United Firemen’s__- 

Royal Insurance Group 
Security Insurance Group - -- 
Standard Marine Insurance... 
United States Fire Group--- 
American Surety of New York 
New York Underwriters__- 
Firemen’s of Newark - _- 

Planet 

New Amsterdam Casualty 
Maryland Casualty 

Great American, Indemnity -- 
Fireman’s Fund Indemnity __. 
Massachusetts Bonding___. 
Allied American Mutual Fire__- 
American Auto Fire- -_- 
Corroon & Reynolds-..-- 
Central Mutual Insurance 
Hardware Mutual Casualty 
American Hardware Mutual... 
Interboro Mutual__. 

Sterling Fire___--__- 

Merchants Fire Assurance 
Pawtucket Mutual Insurance__- 
Potomac Insurance . - 
Berkshire Mutual Fire___- 
Home Mutual Fire. -- 


New York Central Mutual. ._.____- 


Preferred Mutual Fire __- 
Merchants Mutual Casualty __. 
Jamestown Mutual ; 
Security Mutual Casualty - 
Founders Insurance 

Mill Owners Insurance - : 
Ocean Accident & Guaranty 
Employers Liability 
American Employers - - 

New York Casualty 
Liability Mutual_- 
Employers Fire . 
Indemnity of North America 
National Grange Mutual_- 
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COMPANIBS—Continued 


Total 
exposure 
(car- 
months) 


| Class 1: 70 


48, 442 


4079 


| 216 
| 24, 119 
2, 696 

| 10, 360 
58, 021 

9, 787 

5, 322 

10, 093 

471 


nN 
1s Ino 


217 


, 588 


| 791 | 
47 | 
633 
904 | 
127 | 
337 | 


ge BR os 


632 
905 
56, 
3, 507 
| 735 


ao 


, 489 


_ 
so ~I 9 


aw 


140 


O89 
831 


= 
NPAANNONHN 


_ 


™ 
eS 05 


728 
390 


, 803 
727 
239 


067 
392 


hake decsstnd saeepeall 7, 708 | 
78 | 


| 540 
172 
2, 482 
960 
1, 222 
, 930 
040 
2, 127 
5, 262 
2,116 
9, 756 
27, 375 





725 | 
780 | 


010 | 


, 534 | 


112 | 
434 | 
688 
586 | 


461 | 
642 | 
191 | 


, 559 | 
320 


. 289 | 
956 | 
, 466 | 


Percent of total 
exposure 


Class 1 Class 2 
to 80 percent of total 
exposure 





72.1 | 18.1 

75.9 | 24. 1 

72.2 | 16.7 

74. 6 | 14.5 
} 73. 8 | 19. 5 
78.6 | 8.9 

75.1 | 12.7 
72.2 | 17.5 
78.8 | 12.4 
75.7 17.1 
| 78.3 | 9.1 
| 75.4 | 15.0 

75.6 | 15.5 

72.9 | 12.3 

78.3 | 13.7 

73.2 | 14.7 

74.5 | 25.5 

70.3 | 18. 1 
75.2 | 16.1 

75.9 14.5 
75.7 14.6 
77.9 | 13.1 

73.7 | 22.3 

76.9 | 11.3 
77.2 | 11.6 

76.9 | 2.7 
74.1 | 23.8 
| 79.1 | 12.7 

70.5 | 16. 2 

75.5 | 16.4 
76.1 | 12,8 

70.2 | 24.1 
78.7 | 8.5 
77.4 | ¥.3 
73.3 | 14. 4 
| 77.6 12.3 
78.9 10.3 
77.2 12.0 
70.3 19. 2 
78.1 8.2 
74.8 | 11,3 
75.7 11.3 
| 72.5 15.0 
74.0 16.1 
|} 73.7] 16.3 
78.2 13.6 
| 7.8 16.7 
74.5 19.2 
72.9 21.4 

71.2 | 27.9 
} 79.7 14.0 
73.7 21.0 

78.9 | 10.4 
| 79.1 | 20. 9 
74.8 7.9 
79.6 19.2 
77.6 12.0 
74.3 12.8 
| 79.7 12.4 
71.9 10. 4 
76.8 11.3 
74.5 12.4 
| 76.7 | 10. 2 
| 73.9 | 18 5 
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OTHER THAN FINANCE COMPANIES—Continued 


Total Percent of total 

| exposure exposure 
(car- 

months) 


Class 1 | Class 2 


Se — a - = —_ — SS 


| t 
' 





total exposure 





| 
| 
| 
Class }: 80 percent or over of 
| 
| 


Citizens Casualty of New York 39 100. 0 


Fidelity & Casualty Buea | 28.842] 80.8 | 9.2 
Boston-Old Colony Group (West) -- : —12 | 100.0 |. 
Commercial Union Group (P. C.) 5 ad + | 12 100.0 |__._-- 
United States Fidelity & Guaranty ; 5s acecll 17, 423 | 80.5 7.9 
Fire Association : | 7, 903 | 84.7 | 5.8 
Reliance Insurance -_..____._-- dat bide bit 6, 742 | 82.1 | 5.0 
Fireman’s Fund (Atlanta) , | 12 100.0 |. 
American Home Assurance - - 2 j 12 | 100.0 | 

Great. American Group (San Francisco) : | 12 | 100.0 | 

Hartford Fire (Chicago) 24 | 100.0 |_- 
Citizens Insurance (Chicago) J 12 | 1600 
Central Trust (China) | 1 100.0 |.. 
London & Lancashire Group 6, 180 | 80.1 | 15.3 
National Fire Group (Chicago) - e 42 | 100. 0 | 

National Surety? 2, 124 82.7 | 9.3 
Phoenix Assurance -. -___- ‘ | 437 | 82.1 | 12.4 
Royal Exchange | 622 | 80.9 | — 2 
Provident Fire. i Abekt 2, 338 | 81.8 | 10.5 
St. Paul Fire & Marine as 3, 483 | 87.5 | 5.0 
Mercury Insurance : netel 2, 658 | 86.1 | 8.1 
Travelers Fire Growp re ht d 125, 674 | 80.4 | 12.1 
United States Fire (West) | 24 | 100. 0 

Standard Accident i ; . 158 | 98.7 | 

United States Casualty 1, 936 | 88.7 | 7.5 
Sun Insurance Co 2, 461 | 82.3 | 9.2 
Allied Fire 2, 704 | 2. 4 | 5.0 
American Mutual Fire 1, 001 | 83.9 | 14.3 
American Manufacturing Mutual 7, 380 | 80.8 | 12.2 
Federal Mutual Insurance 9, 045 83.7 | 11.8 
Atlantic Mutual Insurance } 9, 522 | 83.3 | 8.0 
Centennial 34e¢64 , ‘6 saab } 516 | 81.6 6.8 
Buffalo Insurance 634 82.9 | 11.4 
Central Surety. sith bi 16 | 125.0 | —25.0 
General Insurance of America 2, 708 88.3 | 8.4 
Fitchburg Mutual i 1, 299 | 82.9 | 8.8 
Security Mutual Fire 659 94.7 | 7.1 
Merchants Fire, Denver 123 86. 2 4.1 
Michigan Millers Mutual . 4a : | 2, 243 | 94.7 | 3.7 
Norfolk-Denham Mutual | 3, 007 80.8 12.8 
Northwestern Mutual Fire__- 831 | 90.0 | 4.2 
Ohio Farmers 5, 933 | 841.7 | 9.6 
Quiney Mutual Fire 5, 621 84.3 | 6.4 
Holyoke Mutual Fire : * 8, 341 | 82.2 | 9.8 
Middlesex Mutual Fire 9, 996 | $2.6 | 9.5 
Worcester Mutual Fire_- | 14, 407 | 82.0 | 13.3 
Indiana Lumber Mutual.... , an 3, 292 87.9 7.0 
Utica Fire 1, 560 | 89.0 3.3 
Lumber Mutual Fire ho 2, 816 81.6 | 10. 5 
Empire Mutual 456 86.9 | 2.6 
Continental Casualty | 1, 220 | 85. 4 8.3 
Merchants Indemnity of New York---- 8, 617 | 80.3 | 13.1 
General Fire & Casualty d 399} 83.0 | 17.0 
United Services Auto 9, 784 | 81.4 17.6 
American Casualty Co. | 1, 881 84.0 | 3.9 
General Accident, Fire & Liability—-... 5, 788 83. 6 | 10. 4 
Utica Mutual Insurance <i 19, 929 81.9 8.7 
Lumbermens Mutual Casualty 27, 722 83.5 7.5 
American Motorists. _- : ‘ ’ mm 12, 143 | 80.6 | 9.1 
Factory Mutual Liability > 20, 938 84.9 7.1 
Manufacturers Casualty 4 4 ; , Br 1,407 | 86. 6 6.4 
London Guaranty etal 4, 422 82.5 10.0 
Phoenix Indemnity... . ‘ pack J Dod 4, 271 | 2.0 10.7 
Lloyds of New York.-- ni velba : - 276 91.3 8.7 
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In the State of Texas, where this broke, do you recall the figure 
there that they found which seemed to represent a gross misclassifica- 
tion in the higher rate ? 

Mr. Barnarp. To the best of my knowledge, it was not expressed 
in percentages when we were there. 

enator Monronry. Has there been to your knowledge any infor- 
mation forthcoming from these insurance companies—who have by 
their refunds admitted these overcharges—to furnish you or the 
State commissioners with whom you have talked, or others, what the 
comparative proportion of the preferred class I rate was to the class II 
rate on their books ? 

Mr. Barnarp. I think we have not been furnished that informa- 
tion. In fact, I am quite confident that the only communication we 
have had from any of these companies was sent to the National Better 
Business Bureau a considerable period of time ago. That letter is 
reproduced in the National Better Business Bureau’s bulletin, and 
then it may be interesting to know—Mr. Backman may be able to 
give you the details—that the National Bureau was visited a short 
time ago by Mr. William Wilson, vice president of Universal CIT, 
who admitted everything that had been said in our bulletin, and said 
he had no fault to find with it, that it was substantially true. 

Senator Monronry. I believe for the purpose of the record, and to 
keep it straight, that—is Mr. Wilson here? 

Mr. Barnarp. No; he is vice president of Universal CIT. 

Senator Monroney. But Mr. Backman, who was in on the confer- 
ence, is here to testify and will testify later today ? 

Mr. Barnarp. That is correct. 

Senator Monroney. Do you think it conceivable that these great 
companies operating into the hundreds of millions of dollars would 
not know at this time what the percentage of their classifications were, 
State by State, in the years in question from 1951 to 1955? 

Mr. Barnarp. I would think with any legitimate underwriter that 
would be a part of their daily business, and they should know, and 
in my opinion probably do know. 

Senator Monroney. This committee, for the information of the 
hearing, has through its staff made repeated attempts at getting a 
breakdown State by State on the proportion of preferred risks for 
the years 1950 to 1955. We have not received those from any of the 
companies up to this time, although inquiries have been directed. 
Instead the figures that are supplied us have been the figures from 
1955 on. 

Now, after this matter was discovered in the State of Texas, and 
after it became the subject of the Better Business Bureau’s attention, 
were steps taken then to verify the numbers that were entitled to 
the preference class I rate, or the higher rate in class IT? 

Mr. Barnarp. In Texas do you mean ? 

Senator Monroney. No; throughout the country. 

Mr. Barnarp. Oh, yes. 

Senator Monroney. In general your complaint doesn’t lodge 
against the current practices, because after this was exposed in Texas, 
and other places, then the matter—they have done now what they 
should have been doing before in requiring definite information from 
each insured on whether his prorate would have been the class I or 
class IT rate. 
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Mr. Barnarp. I think it would be highly unlikely that any of these 
companies now were misclassifying. I think they were all very much 
shaken by the evidence and apparently are being quite cautious. 

Senator Monroney. You referred a while ago to the Association 
of Insurance Commissioners, and the lack of replies that you had 
received from them in your inquiry. Why do you feel this matter has 
been left dangling or obscure or in many States subject to no amount 
of publicity at all which might have indicated to the policyholders 
that they would be entitled to refunds from these overcharges ? 

Mr. Barnarp. My own personal opinion is that the majority of the 
commissioners were ashamed of the record and feared to go to the 
public with the facts. They certainly did not give the facts to us. 
In fact, the great majority of them didn’t even reply to our letter. 

Senator Monroney. Was there any publicity attendant to the so- 
called resolution that was passed by the insurance commissioners in 
their New York City meeting to which you refer in your statement ? 

Mr. Barnarp. My recollection is that there was some publicity and 
it appeared in small articles in various publications. 

Senator Monroney. Mostly in the trade press ? 

Mr. Barnarp. I think mostly in the trade press. 

Senator Monroney. And the information that has gotten to the 
pane has been pretty generally through the activities of the better 
yusiness bureaus in the various cities where they felt refunds were 
due but not being properly made or made in the numbers, or with 
the attention that they should; is that right ? 

Mr. Barnarp. Yes; I would think so. 

Senator Monroney. Now, are you—or will you, Mr. Backman, tes- 
tify as to the circularization of the policyholders for that period in 
1955 where it was done? 

Mr. Barnarp. I am sure he will. We have some doubts as a com- 
mittee whether the merely unsupported word of any of these com- 
panies that they have circularized all of the policyholders as they 
were directed, whether they have done that. I think it would be 
very interesting to ascertain that fact. 

Senator Monroney. Well, it is your position, then, that instead of 
this matter in many States, although some have pursued it with 
great vigor and officially through their own examiners and through 
their own staffs, that in a good many States it was left purely to the 
voluntary and unsupervised activities of the offending companies, 
themselves, to notify what policyholders they desired to notify that 
there might be an adjustment in their rate that they had paid? 

Mr. Barnarp. That is right. Of course, they were ordered to make 
the refunds on people they had discovered had been misclassified, but 
a mere general order unsupervised and unfollowed up, we think that 
has not reached but a percentage of them. 

Senator Monroney. But they were ordered only by their National 
Association of Insurance Commissioners ¢ 

Mr. Barnarv. No; in many cases they were ordered by their insur- 
ance commissioners. 

Senator Monroney. The insurance commissioner. 

Mr. Barnarp. However, there is evidence that in some cases there 
has been no circularization and in still others almost nothing in 
refunds. 
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Senator Monronry. And those only for the policies in effect in 
1955 ? 

Mr. Barnarp. June 30, 1955. In fact, Senator, that is in the reso- 
lution of the National Association of Insurance Commissioners. 

Senator Monroney. In other words, the National Association of 
Insurance Commissioners made no effort to go beyond that one par- 
ticular date? 

Mr. Barnarp. They specifically limited their efforts to that date. 

Senator Monronery. I understand Mr. Backman will have the full 
copy of that resolution which was passed in New York, which then 
would have cut out those having policies from dates in force previous 
to June 30, 1955? 

Mr. Barnarp. That is correct. 

Senator Monroney. Of course, no evidence is obtainable up to 
now as to the extent of misclassification, State by State, and unless 
the insurance commissioners have been privately advised of it, it is 
quite difficult to assemble that on a nationwide basis; is it not? 

Mr. Barnarp. True. What made us a little skeptical was their 
collective unwillingness even to reply to our letter. They just ignored 
it. Some States answered, but did not reveal the name by any offenders. 

On the other hand, Massachusetts did an outstanding job, and so 
did Connecticut, but I think Connecticut was among the number that 
gave no names. 

Is that right, Mr. Backman ? 

Mr. Backman. Yes. 

Senator Monroney. But they did diligently follow up and double 
check ? 

Mr, Barnarp. Apparently with great diligence. 

Senator Monroney. I think our figures show that Connecticut 
received the highest proportion of refunds to letters sent out of any 
State inthe Union. We have those figures available. 

Mr. Barnarp. I understand some States even adopted the inno- 
vation of telling the companies that if they wanted the forms notar- 
ized they would have to pay the notary fees themselves. 

Senator Monroney. Connecticut had 65.1 percent of the refunds 
sent out in percentage to letters mailed. The nationwide average that 
we have—this is for Service Fire—was 22.8 percent refunds as to 
letters sent out. But your feeling is that the general misclassification 
was not. limited to a high number in one State and a low number in 
another, but would have generally followed the nationwide average 
of 20 to 25 percent properly classified at the higher rate? 

Mr. Barnarp. That is what we were infor med ; yes. 

Senator Monroney. I see. 

Senator Payne? 

Senator Payne. I have no questions. 

Senator Monroney. You will remain here, will you, Mr. Barnard? 
We don’t want to duplicate the things in Mr. Backman’s statement, 
and we may return to you for other questions. 

The next witness is Mr. Allan E. Backman, executive vice president 
of the National Better Business Bureau. 

Mr. Backman, in keeping with the pattern we have set, would you 
raise your right hand? 
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Will you solemnly swear the testimony you are about to give in this 
hearing will be the truth, the whole truth, and nothing but the truth? 

Mr. Backman. I do. 

Senator Monronry. Thank you, Mr. Backman. I appreciate the 
time and effort that you have expended in bringing this complaint and 


matter before our committee, and we are delighted to have your 
statement. 


TESTIMONY OF ALLAN E. BACKMAN, EXECUTIVE VICE PRESIDENT, 
NATIONAL BETTER BUSINESS BUREAIU, INC. 


Mr. Backman. Senator Monroney, Senator Payne, the National 
Better Business Bureau is a nonprofit organization which business 
established in 1912 to protect itself and the public from business prac- 
tices which are fraudulent, misleading, or unfair, where such prac- 
tices exist on a national or regional scale. Expressing the will of 
legitimate business to deal fairly with its customers, the bureau thereby 
seeks to build and maintain public confidence in business. 

It is impossible to achieve this objective without removing those 
things which cause public distrust of business. The chief objectives 
of the National Better Business Bureau have therefore been: (a) To 
discourage and eliminate from the buyer-seller relationship practices 
which cause legitimate consumer complaints; (0) to strive for better 
consumer satisfaction by encouraging accurate representation of prod- 
ucts, securities, and services. In these endeavors, it cooperates with 
the 108 local better business bureaus in the United States and Canada, 
and serves them on national problems affecting their communities. 
Each bureau is autonomous, independently financed and governed, 
but all cooperate in the public interest. 

The national bureau is a member of the Association of Better Busi- 
ness Bureaus and serves on a number of association committees which 
are concerned with problems of both national and local significance. 
For example, Mr. Kenneth B. Willson, our president, or his prede- 
cessor, have been members of the association's committee on install- 
ment contracts since its inception. 

The collection, from American motorists, of millions of dollars in 
overcharges resulting from miselassification of collision insurance on 
financed automobiles was a business practice which it was within the 
objectives of the National Better Business Bureau to investigate and 
expose. It existed nationwide, was contrary to the public interest, 
and vigorous bureau action to combat the practice and help to repair 
the damage already done was clearly demanded for the protection of 
beth: legitimate business and the public. 

As. Mr. Barnard has already explained, these overcharges have 
been based on misclassification of the risks insured and these mis- 
classifications have resulted from failure to obtain elementary rating 
information from the car purchaser. When purchasing an automo- 
bile it is, of course, no more than prudent and a sound business 
practice to insure the vehicle against financial loss. If the car is 
purchased on time the dealer, finance company, or bank which 
finances the unpaid balance, will usually require that, as a minimum, 
fire, theft, and collision insurance be taken out as protection to itself 
as well as to the automobile purchaser. The rates which the insur- 
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ance company can legally charge are made or approved by the various 
State insurance commissions. 

In most States, buyers of automobile collision insurance are classi- 
fied by the insurance departments so that those who enjoy a less 
hazardous status may buy their insurance cheaper than those who 
are poorer risks. For example, young people, under the age of 25 
years, have more accidents than older drivers. The insurance com- 
pany is required to pay losses more frequently on insured cars oper- 
ated by these youthful drivers. In recognition of this fact, most 
States have established a class I rate for collision insurance where 
there are no drivers in the insured household under the age of 25 
years. Where there are drivers under the age of 25, a class II rate 
applies. Many States have additional classifications. The premium 
charge for a class II policy may be as much as 45 percent more than 
for a class I policy. The overcharge to the car owner who is right- 
fully entitled to a class I rating but is erroneously placed in class II 
can be as much as $125. 

I do not believe that anyone knows exactly how much money the 
American public has paid in overcharges resulting from such mis- 
classifications. Testifying before a group of insurance commission- 
ers of Southwestern States at Austin, Tex., on September 20, 1955, 
Texas Insurance Examiner Washington Whitesides said that he and 
other examiners had estimated that the total might exceed $25 mil- 
lion. On September 25, 1956, Insurance Commissioner Cad P. Thur- 
man of Kentucky estimated that motorists in that State alone had 
been overcharged more than $2 million. On January 29, 1957, New 
York State Superintendent of Insurance Leffert Holz was quoted 
in the New York Times as estimating that installment purchasers 
of cars in the Empire State had paid between 5 and 8 million dollars 
in excess charges. 

These figures might appear to suggest that the estimate of $25 
million nationally was conservative. However, it should be noted 
that changes in the laws and regulations permitting insurance com- 
panies to charge a higher rate for the more hazardous risks began 
about 1950, as in New York and Pennsylvania, and have become effec- 
tive in most States at various times since that date, some of them 
quite recently. Thus the opportunities to misclassify have been much 
greater in some States than in others, so that no exact comparisons 
are feasible. To obtain even an informed estimate of the amount of 
overcharges nationally it would be necessary to obtain figures from 
every State insurance commission. The better business bureaus 
sought this information but did not receive it, save in a few cases. 

In this connection, I have prepared an exhibit reproducing the an- 
swers of those insurance departments which replied to the question- 
naire which Mr. Barnard read to your honorable body. Additional 
pertinent information which has since come into our possession con- 
cerning the situation in the various States is also included in the 
exhibit which I am submitting with this statement. 

Similarly, we are unable to identify all of the insurance companies 
which have collected the overcharges. Mr. Barnard named six large 
companies, all affiliates of finance companies, which are known to have 
been involved. We also know that other insurance companies, some 
apparently not affiliated with finance companies, have overcharged in 
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some States, but the insurance departments have declined to divulge 
the names of these companies. 

As to the effect of misclassification on the individual motorist, we 
‘an be more explicit. In New York City a motorist entitled to class 1 
rating who bought a new Ford Mainliner, financed on a 2-year basis, 
would be overcharged by $71, if he were wrongly placed in class 2. 
On a 1957 Buick, purchased under the same terms, the overcharge 
would be $94. In Massachusetts, according to Thomas Kelleher, Jr., 
principal insurance examiner, misclassification could result in an over- 
charge of as much as $25 to $30 per car, purchased on a 1-year basis, 

$60 to $75 per car on a 2-year basis, and $90 to $125 per car on a 3-year 
basis. 

The first clue that costly misclassification might exist on a wide- 
spread scale came during the summer of 1954, w hen the Texas Board 
of Insurance Commissioners received information that a number of 
automobile drivers insured by the Service Fire Insurance Co. were so 
misclassified. Operating nationally, this company annually insures 
more than 800,000 cars financed through the Universal CIT Credit 
Corp., with which it is affiliated. A preliminary investigation indi- 

cated that approximately 85 percent of the drivers insured by this 
company in Texas had been placed in class II. 

In his testimony at Austin in September 1955, Insurance Examiner 
Whitesides stated that nationally, according to the National Associa- 
tion of Insurance C ommissioners, only 13 percent of all automobile 
policyholders in all insurance companies are in class II, whereas 80 
percent are in the less expensive class I, with 7 percent in all other 
classes. I understand that some other sources have figures indicating 
a somewhat higher percentage in class II and a lower percentage in 
class I. On January 28, 1957, F. Roger Downey, administrative as- 
sistant to the New York State superintendent of insurance, stated that, 
normally, 30 percent of policies of insurance companies specializing 
in auto finance accounts should be written under class II conditions. 
All authorities, to my knowledge, agree that the percentage of car 
owners entitled to class I rating is substantially greater than those who 
should be placed in class I. 

That there was something wrong with the Service Fire classifica- 
tions in Texas was obvious. Following a conference with the Texas 
board, the company sent a letter to policyholders which it had placed 
in class II, telling them that they might have been misclassified, in 
which case they would be given a cash refund, and requesting in- 
formation in proof of such possible misclassification. Less than half 
of these policyholders responded to the questionnaire, but of those 
replying, 85 percent were determined to have been misclassified. The 
company thereupon made cash refunds of approximately $89,000 to 
those individual policyholders. 

Meantime, investigations were also conducted to determine whether 
other insurance companies were complying with Texas requirements 
concerning classification of automobile risks and, of 16 to 18 com- 
panies checked, 5 were found to have made similar misclassifications. 
An additional 390, 000 was refunded to policyholders in these com- 
panies as follows: Calvert Insurance Co., $8,845; Cavalier Insurance 
Co., $42,628; Consolidated Lloyds, $14,636; Home Service Casualty 
Co.., $1,096; Marathon Insurance Co., $24,700. 
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Underwriting procedures were corrected to prevent future mis- 
classifications. An investigation conducted by the Texas insurance 
board a year later (1955) indicated that the companies previously 
at fault were properly classifying their risks so that policyholders 
in that State were getting the rating to which they were entitled. 
However, during an examination of Service Fire Insurance Co. con- 
ducted in New York in the early part of 1955 by the National Asso- 
ciation of Insurance Commissioners (NAIC) it became evident that 
practices leading to misclassification were not confined to Texas but 
existed on a national scale. 

A check of the policies written by this company nationally during 
April 1955 showed that 26.33 percent of its policies were in class |, 
46.04 percent in class II and 27.83 percent in all other classes. Here 
again, the variance from the national averages was so great that the 
conclusion that am Service Fire class II policies belonged in class 
I was inescapable. Further investigations were conducted. Accord- 
ing to Mr. Whiteside, they went back as far as 1951 on Service Fire 
and “the further back we went the worse it was. In St. Louis in 
1951, I found as high as 90 percent in class IT that should have been 
in class I; in fact, nearly all in class II, once in a while in class I. 
The majority should have been in class I.” 

It developed that Service Fire and the other insurance companies 
similarly involved had followed the practice of writing class I poli- 
cies only in those cases where a rating form was attached showing 
that the policy was entitled to the lower rate. If the dealer or 
finance company neglected to submit the necessary rating informa- 
tion, the insurance company took no steps to determine the facts, but 
simply wrote the policy at the higher rate. Obviously, doing busi- 
ness under this theory could be highly profitable to the insurance com- 
pany. 

As the nationwide aspects of the overcharging became known, the 
National Association of Insurance Commissioners appointed a spe- 
cial committee to study the problem. Im December 1955, NATC 
adopted the following resolution : 

Whereas it has come to the attention of this committee that some insurers 
engaged in the business of automobile physical damage insurance covering 
financed cars had, due to possible misclassification of some insureds, charged 
premiums in excess of the applicable rates ; and 

Whereas this matter has been receiving the serious consideration of this 
committee, not only from the standpoint of fashioning measures to prevent any 
misclassification but also with a view toward effecting the return of the over- 
charges, if any, and 

Whereas there exists a grave question of law in most States as to who 
may. be entitled to the return of any such overpayment, and 

Whereas it appears that at least one of the insurers which may have mis- 
classified assureds has, effective as of July 1, 1955, installed new rating pro- 
cedures on a nationwide basis, which were designed to and in all likelihood 
will prevent future errors in the classification of insureds, and 

Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respect of all 
policies previously written which were in force on June 30, 1955, and on the 
basis thereof and without resolving the question of law involved, refunds of 
proven overpayments will be made to the insureds, and 

Whereas under the proposed settlement an insured will be entitled to a refund 
of overpayment by furnishing rating information on a prescribed form properly 
verified showing that there was an error in his classifications, and 

Whereas, the offer of settlement is made without prejudice to the legal rights 
or contentions of any parties concerned : Now, therefore, be it 
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Resolved, That it is the sense of this committee that such offer is fair and 
reasonable ; and be it further 

Resolved, That this committee recommend favorable consideration of such offer 
by the several States for which it may be made, unless the laws thereof other- 
wise provide; and be it further 


Resolved, That this committee recommend to the several States that such 
offer be the pattern for the disposition of all similar situations. 

It was quite natural, I think, for better business bureaus to ask why 
the proposed “settlement” provided for refunds only in the case of 
policies previously written which were in force on June 30, 1955. 
What about other policies written some years ago? Should not these 
policyholders receive refunds, likewise, if they overpaid? 

As explained by insurance commissioners, the average policy for 
the company referred to in the resolution runs for a period of about 
18 to 22 months. Hence, checking of persons holding policies as of 
June 30, 1955, would, in effect, pick up most policies which had been 
written duri ing the previous 18-month period, that is, back to January 
1954, earlier in some cases. Prior to that time, it was stated, rate 
differentials within the classes involved were not great, and the date 
limit was also dictated largely because of the unav ailability of records 
going back more than 2 years. I, nevertheless, direct your attention 
to the fact that this formula provided for no restitution in the case of : 

Policies written for less than 18 months prior to January 1, 1954, 
sdihcuah classification (and the opportunity for misclassification) 
has existed in the same States since 1950; 

2. Policies written for less than 18 months after January 1, 1954, 

on which payment was completed prior to June 30, 1955; and 
. Policies written for more than 18 months after January 1, 1954, 
Laat. canceled before June 30, 1955. 

The NAIC resolution was not binding or acceptable to all State 
insurance departments. Some, as in Connecticut, Massachusetts, Ken- 
tucky, New Jersey, and Pennsylvania, have stated that they would seek 
to have all excessive charges returned to policyholders regardless of 
date of issuance of the policy 

Better business bureaus were also surprised to learn from the insur- 
ance departments queried that the grave question of law cited in the 
resolution appears to have revolved about whether refunds should be 
made to the finance company or the car purchaser. 

This doubt is presumably based upon the legalistic contention that 
the policy is issued at the request of the finance company, and the 
money paid the insurance company is the finance company’s money. 
Under this view, any overcharges would be returned to the finance 
company rather than to the individual. Since the insurance com- 
panies known to be getting the overcharges were affiliates of the fi- 
nance companies, a return of overcharges from insurance companies 
to finance companies would amount to the parent company taking 
the overcharges out of one pocket and transferring them to another. 
Fortunately, for car purchasers, this theory has not prevailed. 

The National Better Business Bureau communicated with all six 
of the insurance companies known to have overcharged, as previously 
identified, and asked what steps they were taking to make restitution 
of such overcharges to the insured. In their replies, all of the com- 
panies agreed that overcharges had been made and the refunds were 
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being made to some policyholders. By statement or implication, all 
denied any intent on their part to overcharge. 

In a letter to NBBB, dated January 23, 1956, a copy of which is 
attached to this statement, Service Fire Insurance Co. stated in part: 


While it appears clear that the companies were under no legal obligation to 
attempt reclassification of their existing policyholders and reimbursement for 
overcharges, in the interest of good public relations and equity, our company 
has voluntarily undertaken a reclassification program as a result of a proposal 
made to the insurance officials of the various States. 

In effect, it consists of the sending of a questionnaire to the policyholders 
affected, asking them for information to enable us to check the accuracy of the 
premium charged under the policy. Policyholders found to have been over- 
charged will receive appropriate refunds. The work required to effectuate this 
program is of tremendous proportions. Every effort is being made, however, to 
complete the program in the quickest time possible. 


Cavalier Insurance Co., Calvert Fire Insurance Co., Emmco Insur- 
ance Co., Industrial Insurance Co., and Marathon Insurance Co. also 
advised NBBB that they had undertaken reclassification of their 
policyholders with a view toward correcting overcharges. These com- 
panies also reported setting up additional procedures so as to prevent 
future misclassification. C opies of their letters are attached to this 
statement. 


(The material referred to is as follows :) 


SERVICE Fire INSURANCE COMPANY OF NEW YorkK, 
New York, N. Y., January 23, 1956. 
Mr. KENNETH B. WILLSON, 
National Better Business Bureau, Inc., 
New York, N.Y. 

DEAR Mr. WILLSON: Due to the pressure of other affairs, Mr. Chervenak has 
handed me your letter of January 17 and asked that I give you the information 
desired. 

To be perfectly frank, we are glad to have your inquiry. It provides us with 
the opportunity to dispel the possibility of an inaccurate picture. In the news 
stories Service Fire was mentioned along with several other companies. Because 
of the technicalities of the situation and the fact that political and competitive 
considerations colored a number of the stories, some of the publicity was less 
than accurate in its statements and implications, 

Essentially, the situation is this: The companies concerned adhered to the 
rate regulations in the various States by classifying in the highest classification 
those applicants for insurance who did not present evidence that they were 
entitled to a lower classification than was true for the industry as a whole. 
Routine examination by State insurance departments brought to the attention 
of the authorites and the companies, that these comp nies were writing a signifi- 
cantly larger percentage of their total business in the higher classification than 
was true for the industry as a whole. Because these companies were primarily 
engaged in writing collision insurance on newly financed automobiles, it was per- 
haps to be expected that they would be covering more high-classification policy- 
holders than would companies writing such insurance through agents and pri- 
marily on a renewal basis. However, the discrepancy still was a matter of con- 
cern to the authorities and the companies because it appeared that many persons 
in the high classification might have qualified for lower rates had the necessary 
rating forms been completed. 

AS a result, our company at once instituted a rigorous policy of requiring a rat- 
ing form on each and every risk regardless of classification—not just those 
qualifying for the preferred rates as required by the rating regulations. We 
believe that with our adoption of this procedure, few, if any, other companies are 
as thorough in the matter of rating classification. 

While it appears clear that the companies were under no legal obligation to 
attempt reclassification of their existing policyholders and reimbursement for 
overcharges, in the interest of good public relations and equity our company has 
voluntarily undertaken a reclassification program as a result of a proposal made 
to the insurance officials of the various States. 
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In effect, it consists of the sending of a questionnaire to the policyholders 
affected, asking them for information to enable us to check the accuracy of the 
premium charged under the policy. Policyholders found to have been overcharged 
will receive appropriate refunds. The work required to effectuate this program 
is of tremendous proportion. Every effort is being made, however, to complete the 
program in the quickest time possible. 

Incidentally, C. I. T. Fnancial Corp., of which Service Fire is a subsidiary, is 
a member of your bureau. And, of course, as one of the C. I. T. companies, 
Service Fire’s primary objective is excellence in service and policyholder relations. 

If you should have any further questions we wll be happy to discuss them with 
you. 

Sincerely, 
J. P. RIsQvuE, 
Assistant Vice President. 


VPAacIFic FINANCE CORP., 
Los Angeles, Calif., June 7, 1956. 
Mr. KENNETH B. WILLSON, 
President, National Better Business Bureau, Inc., 
New York, N. Y. 

Drar Mr. WILLSON : We are very happy to answer your inquiry about insurance 
overcharges and refunds. 

When we discovered there had been some overcharges due to some incorrect 
class ratings, resulting from insuilicient customer information, we immediately 
checked all of our insurance ratings and when it developed that an error 
had been made in classification, a refund was made to the insured immediately. 

At some extra expense and burden on our part, we have now set up additional 
procedures at the time of writing a policy to make certain that the customer 
gives us complete information so that these errors cannot occur again. 

Sincerely, 
Evptiorr Tayior, Vice President. 


EMMCO INSURANCE Co., 
South Bend, Ind., May 28, 1956. 
Mr. KENNETH B. WILLSON, 
President, National Better Business Bureau, Inc. 
New York, N. Y. 

Drar Mr. WILSON: This is in reply to your letter of May 24, 1956, in which you 
make inquiry as to whether our company is investigating the matter of alleged 
overcharges to any of its policyholders. 

Even though there has been considerable publicity concerning alleged over- 
charges on insurance for financed automobiles, our company has been quite free 
of that publicity. The reason for this is that our company placed into effect 
the classification rules as quickly as it was practical to do so after the issuance 
and as a result we believe our business has been properly classified. 

Naturally, we are not saying mistakes have not been made in the classification 
of risks because we, like all prolific writers of automobile business, may have 
misclassified some risks but, rest assured that any errors in classification were 
unintentional and have been or are being correctly classified and proper credit 
given. 

We appreciate this opportunity to tell you of the manner in which we have 
complied with the respective insurance department’s requests to properly classify 
our incoming business and we appreciate the manner in which you are making 
inquiry in a friendly and constructive spirit. 

Very truly yours, 
W. F. Gaunitz, President. 


INDUSTRIAL INSURANCE Co., 
Des Moines, Iowa, May 29, 1956. 
Mr. KENNETH B. WILLSON, 
President National Better Business Bureau, Inc., 
New York, N. ¥. 
Dear Mr. Wiiison: Thank you for your inquiry of May 24 regarding the 
reclassification of insurance premiums. 
This company is in the process of reviewing all class II risks which it has 
written and in those instances where the producer of the business erroneously 
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classified it at the inception of the policy, we are returning to the insureds the 
excess premium which they paid for their insurance. 

We have already made disposition of over half of our business and contem- 
plate that the balance of the work will be completed in the next 60 days. 

We have established routines wherein misclassification of risks cannot take 
place in the future. 

Sincerely yours, 
W. L. Coss, 
Executive Vice President. 


CALVERT FIRE INSURANCE Co., 
Baltimore, Md., June 7, 1956. 
Mr. KENNETH B. WILLSON, 
President, National Better Business Bureau, Inc., 
New York, N. Y. 


Dear Mr. WILtson: There has been a slight delay in replying to your letter 
of May 24 due to my absence from the office attending the National Association 
of Insurance Commissioners meeting in St. Louis. We are very glad to reply 
to your letter and to give you the information you wish. 

Our companies took steps many months ago to correct any errors in classifica- 
tion which may have occurred in the past due to failure on the part of those 
producing the business to supply correct information to our companies. Early in 
1955, we undertook to send letters on a test basis to class 2 policyholders where 
rating information was not submitted. This procedure was continued for some 
months. Starting in the latter part of September 1955 we submitted letters to 
all class 2 policyholders whose policies were in force at the time. This was 
voluntary on our part and we hoped by this to correct any errors in classification. 
Adjustments were made on the basis of replies. At the same time we inaugurated 
a procedure of sending out a letter on all the current business requesting rating 
information. This was done for the purpose of securing information where it 
was not available and to give the policyholder opportunity to give us directly 
information which we could check against information previously received from 
other sources. 

Unfortunately, due to the indifference of the policyholder, replies were not 
received in a sufficient number of cases. As a result, we undertook a second 
general circularization in 1956 to those policyholders who had not replied to 
our previous letters as well as those whose policies had been canceled or had 
expired between July 1, 1955, and the date of our first circularization. This 
was intended to comply with the resolution of the National Association of 
Insurance Commissioners passed at the winter meeting in New York. This 
second circularization was carried on generally on a countrywide basis with the 
exception of those States where the ratios of class 2 business to total appear 
to be well in line with acceptable percentages. 

In February 1956 we also started the procedure of pending any applications 
for class 2 insurance on which a satisfactory rating statement was not pre- 
sented at the time of application. We are of the opinion that every policyholder 
on business in force as of July 1, 1955, has now been given ample opportunity 
to supply us with information which would correct any errors that may have 
occurred in the past. Our present procedure, we believe, reduces the possibility 
of error in classification to a minimum. Further, we frequently survey this 
procedure to determine that we are accomplishing the desired results. 

With respect to refunds, our companies have always taken the position that 
we would make a refund whenever information reached us which indicated a 
previous charge was incorrect. 

Many of the steps which we undertook preceded the winter meeting of the 
National Association of Insurance Commissioners in November, and preceded 
much of the publicity which has been given this matter. 

We sincerely regret that any errors did occur, and we are determined to prevent 
them in the future. This applies both to Calvert Fire Insurance Co. and 
Cavalier Insurance Corp. We trust that this gives you the information you 
desire. However, should you wish anything further, we will be very glad to 
supply it. 

Yours very truly, 


H. L. Van Horn, President. 
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Not all State insurance officials have agreed that the overcharging 
was in all cases unintentional. Massachusetts Insurance Commis- 
sioner Joseph A. Humphreys, with respect to companies involved in 
that State, has described the practice as— 


a combination of slipshod and unconscionable practices perpetrated jointly by a 
number of automobile dealers, financing institutions, and their affiliated insur- 
ance companies. 


He has named the companies as Calvert Fire Insurance Co., of Phil- 
adelphia, Emmco Insurance Co., of South Bend, Ind., Industrial In- 
surance Co., of Holland T ownship, N. J., and Service Fire Insurance 
Co., of New Y ork, although it subsequently developed that additional 
companies, which have not been identified, were also involved. More 
specific details of the findings of the Massachusetts Insurance Depart- 
ment are contained in a report dated July 12, 1956, to the commis- 
sioner from Thomas J. Kelleher, Jr., principal insurance examiner, 
from which I quote excerpts as follows 


Late in September of 1955 while on an out-of-State assignment, this insurance 
department investigating unit uncovered the practice of misclassifying automo- 
bile physical damage premiums by certain so-called specialty insurance com- 
panies in the automobile physical damage field. Upon further investigation it 
was found that four specialty insurance company writers of automobile physi- 
cal damage insurance were misclassifying Massachusetts residents in the amount 
of $100,000. Further investigation revealed that many other companies were 
also guilty of this practice. It is now estimated that over $200,000 will be re- 
turned to Massachusetts residents through the efforts of Insurance Commissioner 
Joseph A. Humphreys. 

* * * * * 1 * 


These misclassifications by the so-called specialty insurance companies are by 
no means accidental, or can they be attributed to human error. Insurance de- 
partment examiners, while examining dailies in the home office of these com- 
panies noted Hooper-Holmes and retail credit reports attached to the dailies, 
stating that no drivers under 25 resided or drove the particular cars in question. 
The dailies themselves would be rated class II and such credit reports were 
attached to the dailies. 

This investigating unit of the Massachusetts Insurance Department also has 
in its possession at the present time automobile collision insurance charts which 
have been placed in the hands of various automobile dealers by a national financ- 
ing company to be used for time-payment plans on new and used cars. These 
charts are originally calculated from finance charts which include class II colli- 
sion premiums. In other words, if an automobile time sales buyer actually 
rates class I, or class III, he is still charged the highest rate, class II. The 
instructions to the automobile dealer further states that if the customers feel 
that they are being overcharged, or are eligible for preferential collision rating 
in class I and class III, the so-called adjustment charts for these classes are to be 
employed. 


In New Jersey, on March 25, 1956, Commissioner of Banking and 
Insurance Charles R. Howell, announced that his department had 
launched a broad investigation of overcharges by certain insurance 
companies. He said his investigation indicated that certain. ,com- 
panies, “particularly those affiliated with finance companies,” had 


“habitually” charged the higher rates. Mr. Howell has informed 
NBBB that— 


In the early part of this investigation we formed the opinion that the omission of 
complete classification data was deliberate because in many cases, the under- 
writing information was retained in the office of the finance company or bank, 
where the business originated, and was not forwarded to the home office of the 
company for proper classification by the company underwriters. 
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The New York Times for January 30, 1957 quotes Commissioner 

Howell as explaining that “in most instances” the overcharges “ap- 

ared to have been deliberate” but that no case of “outright fraud” 
ad been uncovered. 

Quite apart from any action taken by the companies involved, the 
extent to which refunds are or will be made to those who are entitled 
to receive them appears to depend largely upon the diligence which 
the various State insurance commissions devote to the task. 

Examples of the aggressive action taken in Massachusetts have 
already been cited. There, Insurance Commissioner Joseph A. Hum- 
phreys has sought diligently to obtain complete refunds for all policy- 
holders entitled to them. Through repeated statements to the press, 
he alerted Bay State citizens to the situation and has been forthright 
in publicly naming the companies involved. 

The State of Connecticut presents another outstanding example of 
what can be accomplished by an energetic and dedicated insurance 
department. In a letter to the better business bureau dated February 
28, 1956, Insurance Commissioner Thomas J. Spellacy stated: 

I argued against the resolution adopted by the National Association of Insur- 
ance Commissioners at their convention in New York, and did not vote for it. 

In Connecticut, we are proceeding to have all illegal charges from all com- 
panies returned to policyholders regardless of the date of the issuance of the 
policy. 

In Connecticut, the practice of overcharging dated back to July 27, 
1953, when the regulation establishing the two rates was put into 
effect, the premium charge for the class II policy being as much as 
45 percent more than the premium charged for the class I policy. To 
accomplish its objective, it was first necessary for the Commission to 
screen 260 companies licensed in Connecticut to determine if they had 
written collision financed business. Two hundred and forty-five 
companies were eliminated after review. Connecticut insurance ex- 
aminers traveled to the home offices of the remaining 15 companies and 
obtained controlled tabulating runs listing Connecticut policyholders. 
These runs produced the names of 58,000 Connecticut policyholders 
charged the class IT rate. 

Beginning in January 1956, the companies and their Connecticut 
representatives, under the direction of the Connecticut Insurance 
Department, began sending out questionnaires to these policyholders. 
If these failed to get a response, followup letters were sent out by the 
commission itself and these elicited a high percentage of replies. 
Commissioner Spellacy has explained that many people who get a 
questionnaire from an insurance company figure that it is a move to 
increase their rates, and ignore it. He said that most of the people 
who have been victimized by the overcharges are in the lower-income 
brackets. Many of them are transient and it’s hard to catch up with 
them. As one answer to these problems, Mr. Spellacy sent several 
releases to Connecticut news media intended to give the public the 
full facts about the situation and reassure them that replying to the 
questionnaires would he in their own interest. 

As a result of this painstaking effort, Commissioner Spellacy was 
able to report on December 2, 1956, that refunds of more than $450,000 
had been won for 21,000 auto-insurance buyers who had been over- 
charged by the 15 companies operating in that State. He added that 
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the job was still going on, that there was no telling how long it would 
take, or how much money would eventually be refunded, but he was 
determined to continue the campaign until every possible refund had 
been made. Meanwhile, he said, his inspectors are making continuing 
checks to see that no further overcharges are made. 

Reporting on these results, the Br idlgeport Herald, for December 2 
1956, stated: 


Spellacy’s campaign has been in marked contrast to the look-the-other-way 
approach of most other insurance commissioners. 

On September 28, 1956, the day after the NBBB bulletin was re- 
leased, Tennessee Insurance Commissioner Arch E. Worthington told 
the Memphis Better Business Bureau that following an investigation 
by his department in 1955, Service Fire had been ordered to review 
every policy they had sold since June 30, 1955, and to refund all the 
money their customers had been overcharged. The Memphis BBB 
was informed that the company sent out some 5,000 letters, and on 
the basis of 794 replies received had refunded some $22,000 in premium 
overcharges. Commissioner Worthington said he felt the firm was 
not “trying to be crooked” but simply negligent in determining the 
exempt ions to which automobile owners were entitled. 

Commissioner Worthington said that the Cavalier Insurance Co., 
Calvert Fire Insurance Co., and Emmco Insurance Co., had also been 
subjected to a thorough investigation in 1955, but were not found to 
be misclassifying insurance policies. 

I am not suggesting that conditions in Connecticut and in Tennessee, 
which has 114% times the population of the New England State, were 
identical. However, no profound exercise of either the intellect or 
the imagination is required to discern the difference in the corrective 
and protective measures taken by the insurance departments of the 
respective States and in the results obtained. 

A neighbor of Tennessee which has taken vigorous action in the 
interest of its car owners is the State of Kentucky. ‘There Insurance 
Commissioner Cad P. Thurman has not restricted himself to the 
NAIC proposal for the checking of persons holding policies as of 
June 30, 1955. He is seeking to obtain refunds for all residents of 
Kentucky who have been overcharged during the past 5 years. On 
September 25, 1956, Commissioner Thurman reported that Kentucky 
motorists had collected some $150,000, but, he said, “still have more 
than $2 million coming to them in refunds.” As in Connecticut, 
Commissioner Thurman has given wide publicity to the campaign that 
his office is conducting. 

Kiforts of the better business bureaus to discover what is being done 
in other States have brought mixed results. Thirty-two State insur- 
ance commissioners gave no answers to the better business bureau 
questionnaire seeking to clarify the NAIC resolution. In many other 
cases little specific information was elicited. The exhibit which I am 
submitting notes the replies to the Better Business Bureau question- 
naire, or the failure to reply, in the case of each State insurance de- 
partment. Some, such as Missouri, have disclosed information or 
additional information since the publication of our bulletin. To the 
extent that such facts are available to us they are also noted in the 
exhibit. 
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Following is a tabulation of those States in which we have some 
knowledge of the amount of refunds made: 

Alabama: More than $50,000 reported refunded to more than 1,200 
Alabama motorists by one unidentified company, as of September 10, 
1946. 

Arizona: According to newspaper reports on November 28, 1956, 
$3,200 had been refunded by one unidentified company. 

Arkansas: Service Fire Insurance Co., is reported to have made 
refunds as of January 29, 1957, of $58,560. '84 with $13,457.03 refunded 
by Calvert Fire Insurance Co. 

Connecticut : More than $450,000 reported refunded by 15 unidenti- 
fied companies as of December 1, 1956. 

Georgia: Service Fire Insurance Co., and Calvert Fire Insurance 
Co., are reported to have refunded between $40,000 and $50,000 to 
approximately 800 individuals. 

Indiana: $24,338 refunded to 417 individuals by Service Fire In- 
surance Co. 

Kentucky : More than $150,000 refunded as of September 25, 1956, 
with only 18 percent of questionnaires mailed to policyholders 
answered. 

perenne: Approximately $200,000 refunded as of January 16, 
195 

Michigan: According to newspaper reports on November 6, 1956, 
2 unidentified insurance companies had refunded over $65,000 to some 
2,300 policyholders. 

New Jersey: Commissioner Charles B. Howell announced on Jan- 
uary 30, 1957, that his investigation had resulted in the return of 
$600,000 to New Jersey car owners. 

New York: $1,013,926 returned to New York policyholders as of 
January 29, 1957, ‘and program still in progress. 

Oklahoma: Service Fire Insurance Co... had repaid $11,300 to 1,040 
policyholders and Calvert Fire Insurance Co., and Marathon Insur- 
ance Co., had made refunds totaling $25,677 as of April 17, 1956. On 
January 28, 1957, Commissioner Joe B. Hunt reported final figures 
on refunds as approximating $61,000. 

Rhode Island: According to newspaper reports on February 1, 
1957, $25,563 had been refunded to about 850 policyholders by 5 un- 
identified companies. 

Tennessee: Refunds of some $22,000 by Service Fire Insurance Co. 

Texas : Service Fire Insurance Co. refunded approximately $89,000. 
An additional $100,000 was returned to policyholders of Calvert In- 
surance Co., Cavalier Insurance Co., Marathon Insurance Co. and 
two other small companies operating in Texas. 

Washington: Service Fire Insurance Co. had refunded $4,742.01 as 
of July 20, 1956. 

Wisconsin : One unidentified company reported to have made “pre- 
mium adjustment” totaling $8,508.07 as of August 29, 1956. 

We know that the insurance commissioners of some other States, 
such as Ohio and Pennsylvania, have required refunds, but we lack 
details as to what has been accomplished. While overpayments are 
being returned to many policyholders in many States there are many 
people entitled to refunds who are not getting them. In some cases 
these individuals have failed to respond to the questionnaires which 
have been circulated by insurance companies involved. A CIT offi- 
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cial told the National Better Business Bureau on February 18, 1957, 
that Service Fire had refunded approximately $1,400,000, although 
the company itself had sent only one such letter to policyholders. 
Experience already cited in such States as Connecticut and Kentucky 
testifies eloquently to the need for something more than a letter from 
the insurance company if a program to obtain refunds for the hun- 
dreds of thousands of motorists who are entitled to them is to be suc- 
cessful. There is also that group of automobile owners whose poli- 
cies were not in force on June 30, 1955, but who may still be entitled 
to refunds. 

We hope that these hearings will lead to the enlightenment of 
many of these individuals so that they will claim what is rightfully 
theirs. We hope that a result of these hearings will be to spur many 
insurance departments to adopt more aggressive and comprehensive 
programs to obtain restitution for their overcharged citizens than 
they have to date. 

As of today, in most States, at least, it is believed that underwrit- 
ing procedures have been corrected. It is now required that the 
insurance companies have a form containing the necessary informa- 
tion and signed by the automobile purchaser before it issues a policy. 
This procedure, in areas where it is in operation, should effectively 
eliminate misclassifications in the future. 

All this means, however, is that the finance company will be paying 
the insurance company the proper rate. Overcharging on collision 
insurance has been but one symptom of the much graver malady af- 
flicting automobile sales practices known as “the pack.” 

The use of proper rating forms will not necessarily result in a low- 
ering of the overall amount which the purchaser of the automobile 
pays to the finance company. In fact, car purchasers have no way 
of knowing what they are paying for insurance unless, at the time of 
sale, the cost of insurance and the finance or other charges are listed 
as separate items. In some States the law requires such separation 
of finance charges and cost of insurance. 

In many States, in selling cars on installment today, many pur- 
chasers are told no more than the amount of the monthly payments 
they will be obliged to make under the time-payment contracts that 
they sign. The dealer determines the amount from rate charts with 
readymade figures which make provision for the unpaid balance of 
the purchase price and for all charges incident to the installment 
purchase, including those for finance and insurance. Some dealers 
itemize these charges so that the customer knows exactly what he is 
paying and for what. Others simply lump them together. This 
procedure lends itself to the disreputable practice of “packing” auto- 
mobile time contracts. 

Here is how the “pack” works. Except in a few States, financing 
rates are not regulated by law. Accordingly, unscrupulous dealers 
and financing agencies can conspire to make the charges as high as 
the uninformed and unsuspecting customer will stand. A high charge 
having been put over on the customer, the finance agency buying the 
contract will retain its regular, rock-bottom charges, including re- 
serve on recourse deals, and return a cut to the dealer. This is the 
“pack.” 

In many cases in the past the insurance protection afforded has 
been so limited that the dealer has been reluctant to break down the 
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financing and insurance charges because he knows that the cost of 
insurance as against that of financing is so small that comparison 
would instantly brand the transaction for what it is, a brazen attempt 
to cheat the buyer by packing his contract with hidden finance charges. 

Widespread misclassification of collision insurance risks has the 
practical effect of wholesale packing of automobile time-payment con- 
tracts with excessive insurance charges, a reverse twist of the usual 
procedure. 

It is my understanding that Mr. John O’Brien will report to your 
honorable committee in further detail on the various ramifications 
of packing and on other evils sometimes associated with the purchase 
of automobiles on time-payment contracts. 

Senator Monroney. Attached to your statement are the replies of 
your inquiries to these various companies ? 

Mr. Backman. Yes, sir. 

Senator Monroney. In order to save time, would you briefly sum- 
marize those. I don’t believe you referred too much to those in your 
statement. 

Mr. Backman. Each one individually, sir? 

Senator Monroney. Just generally. I understood earlier in the 
testimony of Mr. Barnard that one of the larger companies in a con- 
versation with you had admitted that these overcharges had been 
made. 

Mr. Backman. Yes, sir: that isn’t in this statement, but I do have 
a memorandum covering that. 

Senator Monronry. Yes. Would you give that, since he referred 
to it. But he was not there and you were, I understand. 

Mr. Backman. Well, on February 16 of this year Mr. William L. 
Wilson, who I understand is a vice president of Commercial Invest- 
ment Trust, Inc., and public relations representative of the parent 
corporation, called at our office. 

Senator Monroney. That is the parent company of Service Fire? 

Mr. Backman. Yes. And the Chicago Better Business Bureau 
had invited Mr. Willson’s company to resign as a member of the 
Chicago bureau, and he wanted to know whether that was going to 
be a general pattern throughout the country. 

We told him that each bureau was autonomous and we had no 
knowledge of that. 

He said another purpose of his call was to inform us of the com- 
pany’s position in respect to the coalition insurance overcharges, and 
he said that his company had been opposed to this adoption of differ- 
ent classifications, but they had gone along with it, but that dealers 
hadn’t paid too much attention to getting the necessary rating in- 
formation. He said that the class I rate was applied only in those 
cases where evidence was submitted with the application to justify 
the rating, and in all other cases the higher rate was charged and 
Service Fire made no independent effort to establish the facts. 

In response to a particular question, he said, in effect, “our people 
in operations must have known that extensive overcharges were being 
made.” 

Senator Monroney. That their people in operations, that was the 
employees of the home company, of the home office of the insurance 
company ¢ 
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Mr. Backman. Well, we had asked—maybe I should state this in 
reverse, sir: We had asked whether the parent company itself didn’t 
know. 

Senator Monroney. That is the finance company ? 

Mr. Backman. Yes, and the holding company didn’t know. Mr. 
Wilson said that the top management of the company was not aware 
of the facts until 1955 when the survey of policyholders was made. 
However, he did say that our people in operations must have known 
that it was going on, in the lower echelon. 

Senator Monronry. They must have known that the ratio of the 
higher risk policies was out of line with that which had been compiled 
and was kept by the National Association of Insurance Underwriters ; 
is that correct ¢ 

Mr. Backman. That was my understanding. 

Now, he pointed out that many other companies had engaged in 
this practice, that they weren’t alone, although he did say that General 
Motors Acceptance Corp., to the best of his knowledge, had not en- 
gaged in the practice, and he described the practice as indefensible, 
and not in the public interest. Then he pointed out that for some time 
past his company was taking steps and had been taking steps to 
secure proper rating information, and that he thought that the practice 
had been corrected, and couldn’t happen again. 

He agreed that many people who were entitled to refunds were not 
where no overcharging was believed to have taken place, and a few 
others where the company did very little business, that Service Fire 
had sent a questionnaire to all policyholders in accordance with the 
NAIC resolution, and that they had sent out only one letter, but that 
in some States insurance departments had sent out additional letters. 

He agreed that many people who were entitled to refunds were not 
receiving them. He also said he thought that many people who 
weren’t entitled to refunds had received them, and in response to a 
specific query he said that he had no criticisms to make of our bulletin 
and considered it to be a fair statement of the facts. 

Senator Monronry. That was by the president of this finance com- 
pany that owned the insurance company that had been guilty, ad- 
mittedly, of this misclassification ? 

Mr. Backman. A vice president of the Commercial Investment 
Trust. 

(The memorandum referred to is as follows :) 


[ Confidential] 


Memo RE AvTOMOBILE COLLISION INSURANCE OVERCHARGES 


FEBRUARY 19, 1957. 

On February 18, 1957, Mr. Willson and I conferred at this office with Mr. 
William L. Wilson, at the latter’s request. He is a vice president of Commercial 
Investment Trust, Inc. and, I understand, public relations manager for the 
parent corporation, C. I. T. Financial Corp. 

W. L. Wilson said that he had called to inform us that the Chicago Better 
Business Bureau had asked for the membership resignation of his company 
and he wanted to know what effect this would have on their membership with 
the national bureau and bureaus generally. Mr. K. B. Willson told him that he 
had just learned of this development and had formed no opinion on the subject 
as yet, but, in any event, it would be a matter for decision by our board of di- 
rectors. There was no discussion as to what other bureaus would do, other 
than a reference to the fact that each bureau is autonomous. 
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Asked how many local memberships were held by CIT Mr. Wilson said he 
did not know, but guessed it would be 10 or 15. He said such memberships 
ordinarily were up to the local office and were not reported to headquarters. 

W. L. Wilson said another purpose of his call was to inform us of his com- 
pany’s position in respect to the collision insurance overcharges, and to answer 
any questions we might wish to raise. 

W. L. Wilson said that classification of insurance risks was first advocated 
by NAUA in 1950 as a means of meeting competition from companies who 
were not members of that association and who were offering policies at lower 
than standard rates. The class 1 rate, he said, was in effect a discount from 
the standard rate. He said that Service Fire Insurance Corp. was opposed 
to this proposal but had gone along with it as a NAUA member. However, he 
said, the class 1 rate was applied only in those cases where evidence was sub- 
mitted with the application to justify such rating. In all other cases, the higher 
rate was charged and Service Fire Insurance Corp. made no independent effort 
to establish the facts. He said that many dealers had not paid much attention 
to getting proper rating information and, since the insurance company did not 
pay much attention to it either, overcharges gradually assumed serious propor- 
tions. In response to Mr. K. B. Willson’s question, Mr. W. L. Wilson said in 
effect that “Our people in Operations must have known that extensive over- 
charges were being made.” However, he denied that the top management of the 
company was aware of the facts until 1955 when the survey of policyholders 
was made, which disclosed that far too large a proportion of policies were being 
written in class 2. During the course of the interview, K. B. Willson pressed 
Mr. W. L. Wilson, on several occasions, as to whether top management did not 
have and should not have had awareness of what was going on. Although Mr. 
Wilson made no attempt to deny that those in operations must have known about 
it, he consistently held that top management did not. 

W. L. Wilson said that a great many other companies had engaged in this 
same practice, and he did not think it was fair to single his company out as the 
sole object of censure. Nevertheless, he frankly conceded without prodding, 
that the practice was “indefensible” and “not in the public interest.” He said 
that GMAC, to the best of his knowledge, had insisted on getting proper rating 
information from the beginning, and that there were undoubtedly other com- 
panies that had done the same. He said that for some time past, his own 
company had exercised the same requirements and that he believed all other 
companies were doing so, so that the practice had been corrected, and could not 
hapnen again. 

When Mr. K. B. Willson pointed out that at the Texas hearings Mr. Myerson 
had tried to defend the practice, Mr. W. L. Wilson said that Myerson was speak- 
ing as a lawyer and, legally, was on sound ground. However, he said, the prac- 
tice was “indefensible” from a public relations standpoint, or any other stand- 
point, and his company very quickly disassociated itself from Mr. Myerson’s 
position. He said that except for a few States, such as California and Oregon, 
where no overcharging is believed to have taken place, and a few others where 
the company did very little business, Service Fire has sent a questionnaire to all 
policyholders in accordance with the resolution of the insurance commissioners, 
and has refunded approximately $1,400,000. He said that the company itself 
has sent out only one letter but, in some States, the insurance departments have 
sent out additional letters. He agreed that a great many people who are entitled 
to refunds have not received them, but he also said that many people who are 
not entitled to refunds have received them. In addition, he said, since the new 
rules were put into effect, some dealers are sending in practically all applications 
in class 1, and he is satisfied that his company is now writing a disproportionate 
amount of business in that classification. 

In response to Mr. K. B. Willson’s query, Mr. W. L. Wilson said that he had no 
criticism to make of our bulletin and that he considered it a very fair statement 
of the facts. 

W. L. Wilson appeared to be very frank in answering our questions to the best 
of his ability, and the entire meeting was conducted on an amicable basis. 


A. E. BACKMAN. 


Senator Monroney. I see. His statement as to the misclassification 
being indefensible, and not in the public interest, does not quite—I 
mean is much more critical of this practice, apparently, than you seem 
to think the special committee report of the National Association of 
Insurance Commissioners was. 
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Mr. Backman. Right, sir. 

Senator Monroney. Do you feel that to some degree the failure to 
aggressively and vigorously pursue the restitution of these overcharges 
which you say, and which several of the insurance commissioners have 
said, was deliberate and planned, is carried out by the sense of the 
resolution passed by the NAIC at their New York meeting? 

Mr. Backman. Well, it seems to me that the resolution treated the 
whole situation very mildly and didn’t propose a very good remedy. 

Senator Monronry. Would that be the thing that im the earlier 
statement by Mr. Barnard was termed as a “whitewash” ? 

Mr. Backman. In my opinion, it is a whitewash pretty much, yes. 

Senator Monroney. In other words, the language of the resolution 
was such as to first cast doubt on whether any refunds to the customer 
or the buyer of the car were even due. In the paragraph that raises 
the matter of whether there is any—I will read the paragraph: 

Whereas, there exists a grave question of law in most States as to who may 
be entitled to the return of any overpayment. 

Apparently even before this was written into the resolution, the 
State of Texas, through the voluntary action of the imsurance com- 
pany, had begun to make refunds; is that not correct? 

Mr. Backman. Yes; quite some time before this meeting. 

Senator Monroney. In other words, they would not have been apt 
to have made that unless they felt the customer was due this amount, 
and there was not much question of the fact of law that they would 
be passing out those hundreds of thousands of dollars? 

Mr. Backman. That would seem to be a reasonable conclusion. 

Senator Monroney. Would you think that had the insurance com- 
missioners at this meeting adopted a more vigorous stand and a 
program for carrying out these nationwide refunds—by which all of 
the insurance companies guilty of misclassification could have stand- 
ards to go by—that the refunds would have been carried out in a 
more orderly and a more complete way ? 

Mr. Backman. I think they would sir. 

Senator Monroney. In other words, the Connecticut commissioner 
which you outlined first did not rely on the companies themselves 
compiling the lists to which they were going to send letters asking 
if the class II policyholders were properly classified ? 

Mr. Backman. No; he went and got them. 

Senator Monronry. Went to the home offices of the conpanies, se- 
cured the lists of the class II policyholders, and had that independent 
list ¢ 

Mr. Backman. That is right. 

Senator Monroney. Then your statement shows in conjunction 
and cooperation with the insurance carrier, but with the supervision 
of the depattthent, they circularized these lists presumably on the 
names that he, himself, or his agents, had acquired from the home 
office records ¢ 

Mr. Backman. That is right. 

Senator Monroney. In many other States this was simply ] ft to 
be compiled by the insurance company without any supervision as 
far as you know by the State insurance authorities? 

Mr. Backman. As far as I know, that was the way it was done, sir. 
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Senator Monronry. And there was no legal authority of the regula- 
tory body, the insurance commissioner’s office, that a check or affidavit 
be furnished so that they would be sure a letter had been sent to all of 
the people in the higher class? 

Mr. Backman. As far as I know, that is the way it was done. 

Senator Monroney. Following that in Connecticut the insurance 
commissioner followed it up with a second letter to all of the ones 
who had not replied to the first letter ? 

Mr. Backman. Yes, sir. 

Senator Monroney. So they were checked in detail and people who 
had not replied were given an opportunity to over the signature of 
the insurance commissioner 4 

Mr. Backman. Yes, sir; that is right. 

Seantor Monroney. And you pointed out in your testimony when it 
comes from the insurance commissioner it is more apt to receive a 
reply than where it is a circularization by the insurance company, 
themselves; is that correct ? 

Mr. Backman. Yes. 

Senator Monroney. Following that, in Connecticut, knowing the 
Jarge number of people who would have moved or be hard to locate 
by these letters, he aggressively carried out a press campaign with the 
public, that there was a possibility they might be due a refund because 
of misclassification of their policies? 

Mr. Backman. That is right. 

Senator Monronety. That would be one of the reasons why the 
highest percentage of the refunds for the letters sent was in Connecti- 
cut, isd the next highest came in Massachusetts where they were 
aggressively searching the records of the home office for these details; 
is that correct? 

Mr. Backman. Yes, sir. 

Senator Monroney. Kentucky, you stated, has also received a larger 
amount of refunds than many of the States in that area, and the Com- 
missioner there has aggressively sought through publicity to notify 
the poker holders of their probable rights under misclassification ? 

r. Backman. That is right. 

Senator Monroney. And is not putting on a 5-year cutoff date? 

Mr. Backman. No. 

Senator Monroney. Do you have any idea why the cutoff date was 
apparently being passed by the Association of Insurance Commis- 
sioners, by resolution. Would it tend to give some formal tacit ap- 
proval that that circularization as of that date was all that was re- 
quired for full restitution ? 

Mr. Backman. It would; yes. 

Senator Monroney. But this organization has no authority at law? 

Mr. Backman. No; that is just a resolution and, of course, Con- 
necticut and other States didn’t go along with the resolution. But a 
great many of them seem to have been satisfied with that. 

Senator Monroney. You don’t have any knowledge, though, whether 
the commissioners knew about what was in this resolution before they 
came to the meeting, or that they had personal knowledge of how great 
the overcharges might be in their home States ? 

Mr. BackMAn. Well, I think the story of what had happened down 
in Texas must have been pretty well known to insurance commis- 
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sioners, and there had already been this investigation conducted in 
New York of Service Fire nationally. They certainly knew that, but 
the explanation that we got from a couple of them, as I say, was 
that it would be very difficult to go back beyond this period. The 
records had been destroyed, or they weren’t readily PESTA A and they 
also raised a question about the differential not having been very great 
in early years. 

Senator Monroney. So that was just brushed aside, since it was only 
10 percent for 3 years—10 percent for 3 years would be 30 percent; 
would it not? 

Mr. Backman, That is quite a lot; yes. 

Senator Monroney. And in most States it was effective at the 
smaller amount for the 3-year period, before the 30-percent premium 
differential went into effect ? 

Mr. Backman. Yes, sir. 

Senator Monroney. But this apparently would seek to give some 
at least group approval of the cutoff date being “fair and reasonable”, 
to use the terms of the resolution ? 

Mr. Backman. That is what they called it. 

Senator Monroney. Apparently at that time had several of these 
insurance companies—were they known pretty generally to be suspect 
of overcharging and misclassifying ? 

Mr. Backman. Yes. Certainly in Texas several of those names had 
been brought out. 

Senator Monroney. Well, it is no trouble for these insurance com- 
panies, and it is their duty, is it not, under all State laws providing 
regulation, to know the proper rates to which the policyholder is 
entitled? It is not the duty of the automobile dealer, if he doesn’t 
occupy the position of an agent. 

In other words, can the insurance companies absolve themselves 
by the fact that the dealer who writes the policies in most of these 
cases failed to get all of the information as to the children under 25 
that would drive the car? 

Mr. Backman. Well, I certainly don’t think they can absolve them- 
selves on any moral grounds. As to what the law would be in various 
States, I am not competent to answer that, Senator. 

Senator Payne. But if the States uniformally had in effect a law 
that automobile dealers who assigned personnel for the placing of this 
insurance were required to be designated as insurance agents and 
qualify under the examination laws of the States, they then would 
have a check up on it, wouldn’t they 4 

Mr. Backman. Yes; they would, sir. 

Senator Payne. All right. In Maine, incidentally, the General 
Motors Insurance has for some time insisted upon those connected 
with agencies there who handle the insurance amounts—that they 
be designated as insurance agents, and they are required to take the 
examaination and qualify. 

Now, also, I just thought I would mention in Maine, George 
Mahoney, who was the insurance commissioner there, who happens 
to be one of my appointments, has written to me. He, too, is working 
very closely with both Connecticut and Massachusetts on this matter, 
and he writes me that he has consistently refused to give in and accept 
as gospel the company’s assertion that if is unable to refund on policies 
issued back beyond the time of the collision classification plan when 
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it was first approved in Maine in 1952, simply on the basis that its 
old reports have been destroyed. 

And he further sets forth—Idon’t know whether this is uniformly 
true or not—but he sets forth, that if necessary, he undoubtedly is 

oing forward to a check of the offices of the city and town clerks 
in the State in order to take the conditional sales agreements that are 
recorded there and secure the information, himself, if he cannot get 
it any other way. 

Mr. Backman. He is to be complimented, sir. 

Senator Monronry. Mr. Busby. 

Mr. Bussy. Yes; I would like to ask, for the purpose of getting the 
record straight—you have, do you not, a compilation of the replies 
to Mr. Barnard’s questionnaire from each State indicating what each 
State has done about misclassification ? 

Mr. Backman. Yes, sir. 

Mr. Bussy. I think that should be placed in the record, Mr. Chair- 
man. 

Senator Monroney. Yes. 

(The material referred to is as follows :) 


EXHIBIT 


Submitted with the statement by Allan E. Backman, Executive Vice President, 
National Better Business Bureau, Inc., before the Subcommittee on Automobile 
Marketing Practices, Committee on Interstate and Foreign Commerce, United 
States Senate on the subject: “Automobile Collision Insurance Overcharges” 
On February 24, 1956, Kenneth Barnard, president of the Chicago Better 
Business Bureau in his capacity as chairman of the committee on installment 
eontracts of the Association of Better Business Bureaus addressed the fol- 
lowing questionnaire to the insurance commissioner or director of each of the 
48 United States of America: 

“GENTLEMEN: In the public interest—and referring to the recent resolution 
of the National Association of Insurance Commissioners—we should appreciate 
your courtesy in answering the following questions: 

“1. Did not the overcharges, to which such resolution referred, concern 
misappropriation of funds collected from policyholders, instead of ‘possible 
misclassification’ of some insureds charged premiums in excess of the ap- 
plicable rates? 

“2. Does the resolution cover refunds only to insureds having policies in 
force as of June 30, 1955? 

“3. If so, how about all policyholders having policies written since the 
issuance of authority for the ‘penalty’ premium some years ago? Will they 
receive refunds, likewise? 

“4. What company, or companies are involved in your present investi- 
gation? 

“5. What is your estimate of the total amounts collected without legal 
warrant, as described in the resolution? 

“6. Why is there a ‘question of law’ in most States as to who may be en- 
titled to the return of any such overpayment? 

“7, Why, in your judgment, are only those ‘insurers engaging in the 
business of automobile physical damage insurance covering financed cars’ 
involved? 

“8. Isn’t it a fact that ‘one of those insurers which may have misclassi- 
fied assureds’ has admitted it, and now claims to be effecting refunds to 
policyholders affected? 

“9. Why, in your judgment, should any ‘settlement’ reached excuse, in 
effect, obvious violations of law and, if it does excuse them, how can such 
‘settlement’ be deemed fair and reasonable’? 

“It is realized that some of the language in the resolution of the National 
Association of Insurance Commissioners may not refer to any conditions now 
prevailing—or which later may be uncovered—in your State. Even if this he 
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true, an expression of your personal opinions will be welcome. Thanking you 
for an early reply, 
“Sincerely yours, 
“KENNETH BARNARD, 
“Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc.” 


In the following pages, in the case of each State alphabetically listed, there 
is reproduced the reply received to this questionnaire, or the failure to reply is 
noted. Information subsequently received from any of the insurance depart- 
ments or becoming available to the National Better Business Bureau with re- 
spect to their activities in this matter is also summarized, 


ALABAMA 

No reply to questionnaire. 

However, the Better Business Bureau of Mobile County reported on September 
10, 1956, that in response to further inquiry from that office, the following letter 
was received from Donald Pierce, deputy superintendent, fire casualty division, 
Alabama Insurance Department : 

“This office does not wish to become engaged in a long-drawn-out exchange of 
words with your organization or any other based on a difference of opinion as 
to the propriety of what has been done or has not been done by the National 
Association of Insurance Commissioners. 

“As a result of information coming into hands of this office, one insurance com- 
pany has adjusted more than 1,200 cases in the State of Alabama and has re- 
turned more than $50,000 in premiums to Alabama citizens. These refunds 
resulted from action taken by this department. 

“Numerous other companies have been called upon to investigate the propriety 
of rates which they have applied in writing coverage for Alabama citizens and 
have adjusted premium charges accordingly. 

“In addition, this office has frequently in the past investigated complaints 
regarding private passenger car classifications and has caused premium revisions 
in those cases where the complaints were well founded.” 


ARIZONA 

No reply. 

However, the Phoenix Gazette for November 28, 1956, quoted Gordon Short, of 
the Arizona Insurance Department, as reporting $3,200 in refunds by an unidenti- 
fied company. He expressed doubt that there would be many refunds by other 
companies operating in Arizona. 


ARKANSAS 


While no reply to original questionnaire was received, the National Better 
Business Bureau subsequently received two letters which are reproduced as 
follows: 

STATE OF ARKANSAS, 
INSURANCE DEPARTMENT, 
Little Rock, May 4, 1956. 
Mr. ALLAN E. BACKMAN, 
Erecutive Vice President, National Better Business Bureau, Inc., 
New York, N.Y. 

DEAR Mr. BLACKMAN: This is in reply to your letter of April 26. This depart- 
ment conducted some investigation into the misclassification and overcharge of 
automobile owners on their collision-insurance policies and has taken steps to 
require the refund of such overpayments to policyholders. 

After 2 or 3 conferences with the company, they agreed to circularize Arkansas 
policyholders with questionnaires agreed upon and if they found the policy- 
holder had been misclassified and overcharged they would make refund. To be 
more specific, the company that we are dealing with at this time is the Service 
Fire Insurance Co., of New York, and they have made refund to this date of 
something over $36,000 and the job is only about one-third completed. There 
are at least two other companies that will be handled in the same way if we are 
convinced that this method is the best and most accurate. 

The Little Rock papers did carry a story about this matter and also a story was 
carried in some of the insurance journals, but we have no copies of these stories 
that we could send you. 

Very truly yours, HARVEY G. Comss, 
Insurance Commissioner. 
91018—57—pt. 1—_—-4 
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STATE OF ARKANSAS, 
INSURANCE DEPARTMENT, 
Little Rock, January 29, 1957. 
Mr. ALLAN E. BACKMAN, 
Executive Vice President, National Better Business Bureau, Inc., 
New York, N.Y. 

Dear Mr. BACKMAN: Replying to your letter of January 24, the Service Fire 
Insurance Co., according to their statement, refunded $58,560.84 to Arkansas 
policyholders in refunds for overcharges on automobile collision-insurance 
policies. 

The Calvert Fire Insurance Co., according to their figures, refunded $13,457.03 
to Arkansas policyholders. 

These are the only two companies that made refunds that amounted to any- 
thing. 

Very truly yours, 
HARVEY G. CoMBs, 
Insurance Commissioner. 
CALIFORNIA 


No reply to original questionnaire, and insurance department has corre- 
sponded with local better business bureaus and has stated that problem of over- 
charging did not exist in California. 


STATE OF CALIFORNIA, DEPARTMENT OF INSURANCE, 
San Francisco, March 2, 1956. 
Re Service Fire Insurance Co. 
Mr. Ropert L. GAILEY, 
Manager, Merchandise and Advertising Department, 
Better Business Bureau, Long Beach, Calif. 

Dear Mr. Gartey: Your letter of February 9, after some delay, was received 
by this department and referred to this division. 

It is probably an overworked statement to say that California is different 
from other States; however, it does apply both to insurance-rate regulation and 
to the writing of automobile insurance in connection with finance business. 

The rate regulatory law, which was effective January 1, 1948, encourages 
competition while providing that rates shall not be excessive, inadequate, or 
unfairly discriminatory. Rating organizations and companies are required to 
make and use insurance rates under standards established and written in the 
law. Though filing or approval of rates is not provided for, regulation is en- 
forced by means of investigation, complaint, and hearing, as well as by exami- 
nation of the rating practices not only of rating bureaus but of insurance com- 
panies as well. The combination of regulation, freedom from the restrictive 
requirements of filing and approval, and the encouragement of competition 
under the California rating law has served to provide a reasonable market for 
automobile insurance in this State. 

The problems now arising in other jurisdictions concerning automobile-insur- 
ance overcharges and other questionable practices, detrimental to persons buy- 
ing automobiles on installment contracts, insofar as insurance is concerned 
were recognized in California 15 years ago. Asa result of investigation by this 
department, the State legislature, in 1941, added section 383.5 to the California 
Insurance Code for the purpose of controlling insurance transactions in connec- 
tion with motor vehicle finance contracts. Pursuant to the authority of that 
section, the insurance commissioner adopted comprehensive rules governing the 
transaction of such insurance. This ruling was originally effected in November 
1941, and has been more recently incorporated into the California Administra- 
tive Code as article 3, subchapter 1 of chapter 5, title 10. 

We cannot say that the statute and the rules, themselves, immediately elimi- 
nated insurance overcharges and other improper practices, but vigorous enforce- 
ment of the regulations by this department has been of proven value in keeping 
such inimical practices to a minimum in this State. Those complaints we have 
recived have been occasional individual matters rather than an indication of 
a widespread, concerted practice. 

It may be that you have had some individual complaints: if so, they should 
be investigated by this department. We will be pleased to consider any matters 
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you may bring to our attention, and you may, if you wish, report them to Dis- 
trict Representative R. O. Linnaberry at our San Diego office at 1639 Sixth 
Avenue. 
Yours very truly, 
J. H. PRICKETT, 
Acting Chief, Rate Regulation Division. 


COLORADO 
STATE OF COLORADO, 
OFFICE OF THE COMMISSIONER OF INSURANCE, 
Denver, February 27, 1956. 
CuHIcAGO BETTER BUSINESS BUREAU, 
Chicago, Ill. 
(Attention: Mr. Kenneth Barnard.) 

Dear Sir: This will answer your inquiry of February 24, 1956, and we will 
discuss your questions in chronological order. 

1. In my opinion, the situation as it has developed in other States is not one 
of misappropriation of funds, but is quite clearly a question of whether or not 
misclassification did take place deliberately. 

2. The resolution adopted by the National Association of Insurance Commis- 
sioners is intended as a pattern to be followed in the future and would not, as 
such, cover refunds to policyholders who had policies in force as of June 30, 1955. 
The resolution was intended as one covering the subject generally and certainly 
not specifically. 

3. The answer to your question No. 3 is contained in our answer to No. 2. 

4. We have no company or companies who are presently involved in any 
misclassification or overcharge. The Insurance Department of the State of 
Colorado has not had any complaints from any member of the public concerning 
either of these subjects for the period of at least the last 2 years. Our examiners 
are constantly on the alert for overcharges and, as such, any and all companies 
would be under surveillance. 

5. In view of the fact that we have no complaints in connection with over- 
charges, the estimate as to total amounts would be zero dollars. 

6. We would see no reason why there should be any “question of law” as far as 
the State of Colorado is concerned. We are concerned onky with the written 
contract and filed rates as well as policies. 

7. We would not restrict our thinking by the inference that only insurers en- 
gaged in financing automobiles might inadvertently or deliberately overcharge. 

8. Any answer we might give you on question No. 8 would be strictly hearsay as 
far as this department would be concerned and, therefore, this question cannot 
be answered. 

9. We do not feel we can answer this question until such time as the depart- 
ment could determine by examination or complaint that overcharges had taken 
place in the State of Colorado. 

The Colorado agency-licensing law may very well have had a curbing effect 
on any individuals who may be inclined toward overcharges. We would repeat 
that we have had no complaints in the insurance department of any overcharges 
taking place in the State of Colorado within the last 2 years. We are mindful 
that there is at least one company who is attempting to determine whether or not 
there may have ever been any overcharges taking place in our State, but again 
repeat that we have not had any complaints dealing with overcharges in the 
State of Colorado. 

We would feel that our laws are entirely adequate to deal with the subject of 
insurance, and this may account for the fact that we have not had the over- 
charge problem. 

Yours very truly, 


SAM N. BEERY, Commissioner. 
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CONNECTICUT 


STATE OF CONNECTICUT, 
OFFICE OF THE INSURANCE COMMISSIONER, 
Hartford, February 28, 1956. 
Jurcaco BETTER BUSINESS BuREAU, INC., 
Chicago, IU. 
(Attention: Mr. Kenneth Barnard, chairman.) 
Dear Sir: I beg to acknowledge receipt of your letter of February 24, 1956. 
I argued against ihe resolution adopted by the National Association of In- 
surance Commissioners at their convention in New York, and did not vote for it, 
In Connecticut, we are proceeding to have all illegal charges for all com- 
panies returned to policy holders regardless of the date of the issuance of the 
policy. 
Very truly yours, 
Tuomas J. SPELLACY, Commissioner. 





STATE OF CONNECTICUT, 
OFFICE OF THE INSURANCE COMMISSIONER, 
Hartford, Conn., April 27, 1956. 
Mr. ALLAN E. BACKMAN, 
Executive Vice President, National Better Business Bureau, Inc., 
New York, N. ¥. 

Dear Sir: In response to your inquiry dated April 26, we enclose herewith a 
copy of our release in reference to overcharges on insurance policies covering 
financed automobiles: 

In view of the fact that the companies involved have been cooperating with our 
department, we have refrained from publicizing their names. 

Yours very truly, 
Tuomas J, SPELLACY, 
Commissioner. 
FRANK WAGNER, 
Direcetor, Licenses and Claims. 





STATE OF CONNECTICUT, 
OFFICE OF THE INSURANCE COMMISSIONER, 
Hartford, April 1, 1956. 
From: Commissioner Thomas J. Spellacy. 

HartrorD, March 31.—Five thousand Connecticut policyholders have received 
refunds amounting to $176,000 during the past 2 months as a result of over- 
charges on their automobile-collision insurance, State Insurance Commissioner 
Thomas J. Spellacy reported Saturday to Governor Ribicoff. 

Commissioner Spellacy said that at least another 20,000 policyholders are en- 
titled to these refunds, which range as high as $75 apiece. 

Persons who financed the purchase of private passenger automobiles since July 
27, 1953, and were incorrectly charged the higher class 2 rate are eligible for 
such refunds. Commissioner Spellacy said that the overcharges were made by 
15 different insurance companies, none of which are incorporated in Connecticut. 
The refunds were ordered by the State insurance department after a 4-month, 
nationwide investigation which took its examiners to home offices of insurance 
companies throughout the country. The investigation was undertaken follow- 
ing a conference between Commissioner Spellacy and Governor Ribicoff. 

Commissioner Spellacy said Connecticut was the first State to launch a full- 
scale drive to obtain these refunds. He said other States are following the Con- 
necticut procedure The 15 companies involved are now in the process of sending 
out the final 30,000 questionnaires to Connecticut policyholders who might be 
entitled to refunds. Commissioner Spellacy urged the recipients of the question- 
naires to fill out the forms and return them promptly. The Commissioner said 
some policyholders have failed to return the questionnaire for fear they would 
have to make an additional payment. 

“There is no need for such fear,” the Commissioner said. “Under no circum- 
stances will the return of this questionnaire result in an additional charge being 
made. It is in the interest of the policyholder to fill out and return the question- 
naire immediately. Otherwise there can be no refund, and the policyholder could 
be depriving himself of money to which he is lawfully entitled.” 
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The situation first came to Commissioner Spellacy’s attention last fall. He 
learned that thousands of automobile owners who should have been charged the 
class 1 rate were instead charged the class 2 rate. This practice dated back to 
July 27, 1953, when a regulation was put into effect in Connecticut establishing 
a class 1 rate for collision insurance where there are no drivers in the insured’s 
household under the age of 25 years. Where there are drivers under age 25, 
class 2 applies. The premium charge for the class 2 policy is as much as 45 per- 
cent more than the premium for the class 1 policy. These policies were sold 
principally through automobile dealers, finance companies, and banks. 

“When I informed Governor Ribicoff of this situation,” Commissioner Spellacy 
reported, “he instructed me: 

“ “These overcharges represent money which rightfully belongs to Connecticut 
policyholders. Leave no stone unturned to see that every dollar is returned’ ” 

Commissioner Spellacy said the ensuing job has been “a tremendous under- 
taking” that has taxed the facilities of his department to the utmost. 

“There are 15 companies that write most of the collision insurance on financed 
automobiles in Connecticut,’ Commissioner Spellacy said in his report to the 
Governor “Our examiners traveled to the home offices of these companies 
located across the country. We obtained controlled tabulating runs listing 
Connecticut policyholders. In some cases the examiners remained on the job 
throughout the night to get the lists they wanted. The heads of these insurance 
companies were then called to Hartford for hearings. In all, 260 companies were 
screened to determine if they had written collision financed business in Con- 
necticut; 245 companies were eliminated after review. ‘The controlled runs 
produced the names of 58,000 Connecticut policyholders charged the class 2 rate. 
Our estimate is that at least 25,000 of these policyholders are entitled to refunds 
which will total upward of half a million dollars. 

“Beginning in January 1956 the companies and their Connecticut representa- 
tives, under the direction of this department, began sending out questionnaires to 
these policyholders. Twenty thousand questionnaires have been mailed. Of the 
returns from this mailing, 5,000 refunds have been made amounting to $176,000 
to date. The mailing of the remaining 30,000 questionnaires will be completed 
within the next week or 10 days. 

“The State insurance department is receiving regular reports on the progress 
of the entire operation. We are now in the midst of auditing the list of 58,000 
policyholders to be certain that each case has been properly handled. This work 
will require several months for our hard-pressed staff to complete. The staff, 
despite an already heavy workload, has assumed the additional and tremendous 
burden of obtaining these refunds. I am very grateful to them for the service 
they are giving the taxpayers of our State. 

“To be sure that this situation of overcharge is not repeated in the future, a 
system of signed statements has been made a part of the application procedure 
for automobile collision insurance. This will enable the companies to quickly 
determine the proper classification and will provide a quick check on the agents 
issuing the policies.” 

As indicated in main statement, Commissioner Spellacy has made additional 
public statements on this subject and, as of December 1, 1956, reported that 
more than $450,000 had been refunded to about 21,000 Connecticut motorists. 


DELAWARE 
No reply. 
DISTRICT OF COLUMBIA 
No reply to questionnaire. 
FLORIDA 
No reply. 
GEORGIA 


COMPTROLLER GENERAL’S OFFICE, STATE OF GEORGIA, 
Atlanta, May 11, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureau, Inc., Chicago, Ill. 

Dear Str: Please pardon the delay in reply to yours of February 24, 1956, but 
the writer has been out of the city which accounts for same. 

This letter which was addressed to the commissioner, Honorable Zack D. 
Cravey, was referred to my desk for handling and in analyzing the nine questions 
propounded it is the opinion of the writer that the action of the National Associa- 
tion of Insurance Commissioners in respect to this question at its December 
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session in New York City should speak for itself. Further, I would not care to 
make any personal opinions as to the question of these misclassifications, the 
amount or the results until a complete and thorough investigation hag been made 
and I can be in a position to let the records speak for themselves. 
I trust you will appreciate the position of this office in this matter. 
Yours truly, 
RALPH R. CADLE. 


On December 31, 1956, the Better Business Bureau of Atlanta reported that 
“from Mr. Ralph R. Cadle of the insurance commissioner’s.office, we learned that 
Service Fire Insurance Co. and Calvert Fire Insurance Co. were the largest 
offenders in Georgia. These companies were directed to check with their insured 
of last year to determine if they had been misclassified. They found approxi- 
mately 800 individual cases and these individuals were refunded overcharge 
payments totaling between $40,000 and $50,000.” It was further advised that 
regulations designed to prevent further misclassification had been issued by the 
Georgia Insurance Commissioner on June 21, 1956, and amended July 10, 1956. 


IDAHO 


STATE oF IDAHO, DEPARTMENT OF INSURANCE, 
Boise, February 28, 1956. 
CHICAGO BETTER BUSINESS BUREAU, 
Chicago, Iu. 
(Attention: Kenneth Barnard, chairman, Committee on Installment 
Contracts. ) 


GENTLEMEN : This will acknowledge receipt of your letter of February 24. 
Mr. O’Connell is on a combined vacation and business trip and will be back 
in the office about March 11. 
Your letter will be placed on his desk for attention as soon as possible after 
his return. 
Very truly yours, 
DEPARTMENT OF INSURANCE, 
By WINIFRED Strona, Secretary. 


ILLINOIS 


No reply to questionnaire nor did the Chicago Better Business Bureau receive 
answers to questions subsequently directed to Justin T. McCarthy, director of the 
Illinois Insurance Department, who resigned under fire. The newly appointed 
director, Joseph S. Gerber, has promised a full-fledged investigation of auto 
collision insurance overcharges in Illinois. 


INDIANA 


THE DEPARTMENT OF INSURANCE, STATE OF INDIANA, 
Indianapolis, February 28, 1956. 
Mr. KENNETH BARNARD, 
Chicago Better Business Bureau, 
Chicago, Til. 

Dear Srr: Receipt is acknowledged of your letter dated February 24, 1956, 
addressed to Mr. Wells, who is no longer Indiana commissioner. 

Your letter requests interpretations and opinions in regards to a resolution 
of the NAIC executive committee. 

I am referring your letter to Mr. Lawrence Leggett, president of the NAIC 
with a request that he direct same to the executive committee which adopted 
the resolution. 

Respectfully, 
SAMUEL KAUFFMAN, Administrative Assistant. 


On September 13, 1956, the Indianapolis Better Business Bureau reported in- 
gerviewing Indiana Insurance Commissioner William Devey and his administra- 
tive assistant, Samuel Kauffman, and learning that the existence of overcharges 
had come to that department’s attention in December 1955. The department 
issued no newspaper releases on the subject, the Bureau report states, but 
continues : 

“The insurance commissioner did order the Service Fire Insurance Co. to 
check their records from January 1, 1950, to June 30, 1955, and send out ques- 
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tionnaires to policyholders for that period in order to determine cases of mis- 
classification. This period of January 1, 1950, to June 30, 1955, was apparently 
selected because the insurance company had no records prior to January 1, 
1950, and after June 30, 1955, adopted classification procedures which eliminated 
the possibility of misclassification. 

“The insurance commissioner advised me that the Service Fire Insurance Co. 
was the only firm with which they had had trouble. They reported no difficulty 
with the other insurance companies affiliated with automobile finance firms. 
The Emmco Insurance Co., connected with Associated Discount Corp., of course 
is an Indiana outfit with offices at South Bend. Apparently the insurance com- 
missioner has done some checking with Emmco about the situation but doesn’t 
feel that Emmco has done any misclassifying. 

“Getting back to the Service Fire Insurance Co., on instructions from the 
insurance commissioner, that firm mailed out 7,067 letters to policyholders. The 
insurance company received 1,115 replies of which 617 required a premium ad- 
justment. The amount of money refunded totaled $24,338.10. 

“On the matter of the Association of Insurance Commissioners resolution, I 
was informed that Indiana did not vote on this resolution. According to the 
insurance commissioner, the resolution was drawn up by a subcommittee of 
the association composed of insurance commissioners from Michigan, New 
Hampshire, Maryland, Texas, Tennessee, Rhode Island, New York, West Vir- 
ginia, Minnesota, California, New Mexico, Missouri, Oregon and Virginia. 

“The way the insurance commissioner explained it, work of subcommittees 
is usually adopted by the association almost automatically. 

“The Indiana Insurance Commissioner did say that he thought the resolution 
had loopholes in it and that was why in the case of the Service Fire Insurance 
Co. they required the firm to check with policyholders anytime from January 
1, 1950, to June 30, 1955.” : 

IOWA 


INSURANCE DEPARTMENT OF Iowa, 
Des Moines, February 27, 1956. 
CHICAGO BETTER BUSINESS BUREAU, 
Chicago, Iil. 
(Attention: Mr. Kenneth Barnard, chairman, committee on installment 
contracts, Association of Better Business Bureaus, Inc.) 

DEAR Mr. BarnarD: This is to acknowledge receipt of your inquiry of Feb- 
ruary 24th relative to a recent resolution of the National Association of Insur- 
ance Commissioners with respect to premium charges by insurance companies 
writing finance business. Following are answers to your inquiries, in order: 

1. As far as we can determine, the misclassification of risks arose through 
the failure of the automobile dealers involved in procure proper information 
from the applicants. Consequently, the proper rate was applied by the insur- 
ance carrier based upon the information furnished. In our State the auto- 
mobile dealer is not licensed as an insurance agent, but acts as the agent of 
the purchaser of the automobile in procuring coverage for him. 

2. Our understanding is that any insured is entitled to a refund if an over- 
charge has been made, regardless of the date of his policy. However, the com- 
pany known to be principally involved has agreed to individually solicit all per- 
sons holding policies as of June 30, 1955, to determine whether or not correct 
rates were applied. The average policy for this company runs for a period 
of about 22 months, so that on the average this solicitation will pick up policies 
substantially back of the June 30, 1955, date. It might be pointed out, too, that 
this extends back to a time when rate differentials within the classes involved 
were not great. The date limits with respect to the individual inquiry is 
dictated largely because of the unavailability of records going back to 2 or 3 
years ago. 

3. As indicated, all policyholders who have paid excessive premiums are en- 
titled to refunds. 

4. Service Fire Insurance Co. 

5. We have no way of making such an estimate. 

6. In Iowa we require that all refunds be paid to the policyholders and our 
understanding is that this is to be done in all States. The exception might be 
in some States in the case in which premiums were advanced as a part of the 
loan for which there has been default in payment by the borrower. 

7. We have no evidence of other insurers misclassifying business. 
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8. We do not believe that the Service Fire Insurance Co. admits that it will- 
fully misclassified assureds, but rather properly classified them based upon in- 
formation provided which was admittedly inaccurate. Based upon these im- 
proper charges, it is now in the process of making refunds. 

9. In our judgment a settlement should not condone a violation of the law, 
However, it is our understanding that in the considered judgment of the na- 
tional association investigating committee there were not sufficient facts developed 
to substantiate a criminal intent on the part of the principal insurer involved, 

We do not believe that a resolution of the National Association of Insurance 
Commissioners is binding on any State, and should be considered only as a recom- 
mendation by a responsible committee that fully investigated the facts. We 
have made a considerable investigation of the situation in Iowa and find that 
overcharges were made in many cases prior to July 1, 1955, but that a newly 
installed procedure has corrected this situation since that date. I might add 
that our investigation was commenced prior to the adoption of the resolution 
referred to. We believe this insurer should have known that it was issuing 
policies upon improper information although the fact appears to be that because 
of the limited information the overcharges would not be apparent from a casual 
examination of any specific records. 

Respectfully yours, 
SAMUEL E. Oresavuenu, Deputy Commissioner. 


KANSAS 
STATE OF KANSAS, 
INSURANCE DEPARTMENT, 
Topeka, February 29, 1956. 
Re NAIC resolution on classified collision risks on financed automobile policies. 


Mr. KENNETH BARNARD, 
President, Chicago Better Business Bureau, 
Chicago, Ill. 

Dear Mr. BARNARD: Your letter-questionnaire on the above subject of Febru- 
ary 24, 1956, has been received. A reply to your questions involves a general 
interpretation of the meaning of the NAIC resolution, which was adopted at its 
meeting in New York City last December. I wish to suggest that you write either 
the president, Hon. C. Lawrence Leggett, of Missouri, or Hon. Joseph A. Navarre, 
of Michigan, chairman of the NAIC executive committee. 

With reference to some of the questions which pertain to our Kansas situa- 
tion, I wish to state that a study is being made at this time and we would be 
glad to give you a report when it is completed. 

Very truly yours, 
FRANK SULLIVAN, Commissioner of Insurance. 


KENTUCKY 


While the Kentucky Insurance Department did not reply directly to the ques- 
tionnaire, it has supplied information to the Better Business Bureau of Louis- 
ville and has issued extensive newspaper publicity informing Kentuckians of 
the existence of collision insurance overcharges and of the department’s continu- 
ing efforts to correct the situation. 

On March 14, 1956, Insurance Commissioner Cad P. Thurman publicly an- 
nounced that “very substantial overcharges’ had been ordered refunded in 
Kentucky. He said he had directed all companies writing collision insurance 
sold on conditional sales contracts to send questionnaires, intended to determine 
whether there had been misclassification, to each individual holder of a policy 
in force on January 1, 1954, or since. (He subsequently advised that the 
directive had been sent to Service Fire Insurance Co., Calvert Fire Insurance Co., 
Emmco Insurance Co., and all other companies specializing in that type of cover- 
age.) Commissioner Thurman said that refunds ranging from $25 to $70 a 
person would be made to those found to have been misclassified. 

In a statement issued May 9, 1956, Commissioner Thurman said a study of 
practices of certain “well-known automobile insurance-writing companies” 
showed automobile owners had been overcharged to a larger extent than first 
thought. The figure might run as high as $750,000, he said, and the overcharging 
practice had gone on for about 5 years. Thurman’s announcement said refunds 
have been figured on more than 1,600 risks and the amounts vary from a few 
dollars to as much as $100. 
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On September 26, 1956, Commissioner Thurman raised his estimate to 
$2,286,000 as the amount overcharged Kentucky motorists since January 1952. 
He said that more than $150,000 in excess premiums had been refunded to 
motorists, based on their replies to questionnaires their insurance companies 
were directed to send them. But only 18 percent of the questionnaires mailed out 
have been answered by policyholders, Thurman said. 


LOUISIANA 
STATE OF LOUISIANA, 
SECRETARY OF STATE, 
Baton Rouge, March 2, 1956. 
Mr. KENNETH BARNARD, 
President, Chicago Better Business Bureau, 
Chicago, Ill. 


Dear Mr. BARNARD: Your letter of February 24 has been referred to me by 
Commissioner Martin, as I was his represnetative at the meeting of the National 
Association of Insurance Commissioners at which the particular resolution 
referred to was adopted. 

At the time this resolution was adopted by the NAIC, this State did not have 
in effect the seven-class plan; therefore, it was not necessary that any action be 
taken by this department on any overpayments that may have been made to 
insurance companies, 

Since that time, the seven-class plan has been adopted and the casualty and 
surety division of the Louisiana Insurance Rating Commission is charged with 
the responsibility of stamping all policies issued. In the event of any excess 
charges made in Louisiana under the seven-clsas plan, the adjustment of such 
overpayments would, of course, be subject to State law in respect to the manner 
in which those adjustments should be made. 

Yours very truly, 
D. A. GUGLIELMO, 
Deputy Insurance Commissioner, 


MAINE 
STATE OF MAINE, 
INSURANCE DEPARTMEN':, 
Augusta, February 27, 1956. 
KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, Association of Better 
Business, Inc., Chicago, Ill. 


DEAR Mr. BARNARD: Due to the sudden death of the assistant attorney general 
attached to this department our efforts to investigate the acivities of insurance 
companies writing automobile physical damage insurance in Maine have bogged 
down temporarily. There is some question right now as to whether or not we are 
to have a replacement from the attorney general’s Office, according to a memo- 
randum from our governor received last week. 

We are not in a position at present to furnish you with the information you 
desire. We are working on the matter under a great handicap because of our 
inadequate examining staff and limited funds. It may be necessary for us 
eventually to retain a firm of commercial insurance examiners to supplement our 
own investigation but to do this we will be compelled to ask the governor and 
seven-man executive council for money from their contingent fund to defray 
the heavy expense involved. 

This department works with the Portland (Maine) Better Business Bureau in 
many matters. I expect to have the complete support of Donald P. Libby, execu- 
tive director of that organization, in this particular investigation. 

When we are in a position to answer your queries I shall communicate with you 
again. We are definitely not supplying such information to anyone at the 
present time. I might add that this department does not feel bound to limit its 
investigation in the manner outlined in the NAIC resolution of December 1955. 

Very truly yours, 
GrorGE F. MAHONEY, Commissioner. 
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MARYAND 


STATE INSURANCE DEPARTMENT OF MARYLAND, 
Baltimore, February 28, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., 
Chicago Better Business Bureau, Chicago, Ill. 


DesR Mr. BARNARD: This will acknowledge receipt of your inquiry of Febru- 
ary 24 with reference to the misclassification of risks by insurance companies. 
We are replying to your questions categorically as follows: 

1. No. Certain insurance companies, and most particularly insurance com- 
panies owned or controlled by finance factors, interpreted the rating rules with 
respect to collision coverages to mean that if the insured failed to furnish 
adequate information with respect to the classification of his risk that the com- 
pany should protect itself by charging the highest rate. In our opinion, the 
company’s conclusion is entirely wrong because the company is guilty of violating 
the antidiscrimination statute if it fails to obtain proper information and to 
charge all risks in the same classification the rate applicable to such classification. 

2. The resolution provides that the companies shall attempt to reclassify the 
risks which were covered by policies in force as of June 30, 1955. It appears that 
some of these companies destroy their underwriting records within 6 months 
after the expiration of the policy so that the companies would have no records of 
policies which had expired more than 6 months prior to the date of the resolu- 
tion. In some instances it appears that the companies have no record of the 
address of the policy or certificate holder and if the policy has expired and no 
further payments are being made under the finance agreement it is difficult to 
locate the former policyholder. Our preliminary information indicates that the 
most of the abuses started after rate revisions which were approved by a number 
of States in November and December of 1953. The most of these policies ap- 
peared to have been written for a period of 18 months or longer so that these 
contracts would still be in force at June 30, 1955. While we have no brief for 
the insurance companies which engaged in these illegal practices, there is a prac- 
tical problem as to how much time, effort, and money should be expended on the 
correction of past evils and whether or not it might not be wiser to devote our 
efforts to the prevention of further abuses in this field. The resolution has no 
legal bearing on the obligation of the insurance company to refund an excess 
premium when confronted with proper evidence that an excess charge has been 
made. 

3. Our information indicates that most of the abuses occurred in 1954 and 
early 1955, but if any policyholder can show that he was overcharged in a prior 
period, it is our considered opinion that the company must promptly refund any 
excess premium or it may be charged with violation of the antidiscrimination 
statute and the rate regulation statute. 

4. Insofar as Maryland is concerned, we are inquiring of all companies as to 
their practices with respect to the insuring of pledged property, and at this 
writing, we are not prepared to name any particular companies as having violated 
our antidiscrimination or our rate regulatory statutes. 

5. We have reached no conclusion as to the amount of overcharges which may 
have been made in Maryland. 

6. In some instances, the finance company obtained a master contract and 
borrowers were given a certificate of insurance so that the finance company and 
not the borrower is the policyholder, Some finance companies require the bor- 
rower to execute a power of attorney appointing the finance company as the bor- 
rower’s attorney-in-fact to handle all insurance coverage on the pledged prop- 
erty. In all instances that have come to our attention, there is an assignment 
from the borrower to the lender of all benefis which may become due under the 
insurance contract. This includes loss payments and return premiums on can- 
celed contracts, and it seems reasonable to assume that it would also include the 
return of any excess charges as a result of the reclassification of the risk. It, 
of course, must be assumed that any such amounts so received by the finance 
company from the insurance company are credited to the unpaid balance due 
from the debtor to the creditor. If the indebtedness has been paid in full, 
there is no question in our minds about the legal obligation of the insurance 
company to return the excess charge to the former borrower whether he be 
policyholder or certificate holder. 
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7. Because the charge for insurance is such a small part of the total amount 
involved in the purchase of an automobile. The purchaser seems to be interested 
only in the total amount he must pay per month in order to obtain a motor 
vehicle, and he seems to pay little, if any, attention to that part of the total 
cost which represents insurance coverages. As it is captive business and as the 
practices of the insurance company are usually dictated by the controlling 
finance company there appears to have been no one interested in seeing that the 
policyholder got the most that was available to him for his premium dollar. 
Where the insured is free to obtain his own coverage, and goes to his own broker 
or agent, he is shopping for insurance only, and he usually wants to know what 
he is getting and what he is paying for what he gets. Knowledge of insurance 
laws and regulations and keen competition compel his broker or agent to properly 
rate the risk. 

8. Yes. (We expect similar admissions from other companies. One company 
which has been requesting reclassification information from its insureds advises 
us that an independent investigation of a small number of the answers which 
it received indicated that 18 percent of the insureds investigated had erroneously 
replied to the reclassificaion questionnaire in an apparent attempt to obtain a 
reclassification refund for which the risk could not qualify under rating rules. 
So that the problem is more complicated than would appear on the surface.) 

9. We have no brief for the insurance companies involved. Speaking for 
Maryland, this department has no jurisdiction over the acts of finance companies 
and our investigation indicates that the insurance companies are less culpable 
than the finance companies, and that the violations were more the result of care- 
lessness on the part of auomobile salesmen than for any other cause. This de- 
partment can, of course, impose fines on the insurance companies for each viola- 
tion of the rating law, but whether it is more important to impose a fine than 
it is to impress upon the company the necessity for complying with the rating 
laws in the future is a matter upon which we have not reached a final con- 
clusion. In Maryland, discrimination against a policyholder by an insurance 
company or a representative of an insurance company is a misdemeanor, and 
misdemeanors must be prosecuted by the several policyholders in the courts, as 
this department has no authority to conduct trials of criminal infractions of the 
law which fall in his category. Frankly, with all the publicity that these mis- 
classifications have received, we have not received one complaint from a policy- 
holder, and it is a little difficult to fight for a cause where the persons who were 
overcharged as the result of the misclassifications of their risks appear to be 
completely disinterested in the situation. 

May we have permission to furnish copies of your letter and of our reply, 
to other organizations which may be interested in this subject? 

Very truly yours, 
CHarLEs 8. Jackson, Commissioner. 
J. H. Coppace, Deputy Commissioner. 


MASSACHUSETTS 


THE COMMONWEALTH OF MASSSCHUSETTS, 
DEPARMENT OF BANKING AND INSURANCE, 
DIVISION OF INSURANCE, 
Boston, March 2, 1956. 
KENNETH BARNARD, 
President, Chicago Better Business Bureau, 
Chicago, Ill. 

DEAR Mr. BARNARD: In answer to your letter of February 24, may I state that 
at this time, the Department is engaged in a complete investigation of the entire 
subject matter of misclassification and the general handling of insurance on 
financed automobiles purchased in this Commonwealth. 

It may interest you to know that the Massachusetts department has been 
engaged in probing this field for a long period of time preceding the disclosure of 
misclassification and, inasmuch as impending actions of a legal nature are in 
prospect, we are not in a position to answer the questions you propound at 
this time. 

I assure you, however, that we have always enjoyed the complete cooperation 
of the Boston Better Business Bureau under Ken Backman and Ed Gallagher, 
and I have talked with Ed recently on this subject matter. 

You will appreciate the resolution adopted by the National Association of 
Insurance Commisisoners is general in nature and in no way precludes inde- 
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pendent action by the various States. You can be certain that every step will be 
undertaken in this Commonwealth to see that either complete refunds are made 
to policyholders, or direction action taken against those we find responsible for 
violation of our laws. I trust the foregoing explanation will be helpful to you. 
Very truly yours, 
Josepu A. HUMPHREYS, Commissioner of Insurance. 


Commissioner Humphrey’s office has issued widespread publicity to acquaint 
residents of Massachusetts with the facts. On March 14, 1956, he publicly 
announced that his division had forced the return of more than $50,000 to 
Massachusetts residents who were overcharged by out-of-State insurance 
companies in financing automobile purchases. 

The commissioner said his department obtained the refunds for a number of car 
purchasers, but that a total of 10,000 were believed to have been overcharged by 
amounts of $24 to $75 in finance-insurance deals running over 3-year payment 
plans. 

Humphreys said the Massachusetts purchasers were unaware they had been 
“taken in by a combination of slipshod and unconscionable practices perpetrated 
jointly by a number of automobile dealers, financing institutions, and their 
affiliated insurance companies.” 

He listed the companies as the Calvert Fire Insurance Co., of Philadelphia, the 
Emmeo Insurance Co., of South Bend, Ind.; the Industrial Insurance Co., of 
Holland Township, N. J., and the Service Fire Insurance Co., of New York City. 

Humphreys made it clear that “the established casualty insurance companies 
doing business in this State are not involved in any way.” 

“Our probe reveals that many victims of overcharges were also sold a ‘credit 
life, accident and health, and bail bond package deal,’ which further inflated their 
already heavily ‘loaded’ monthly finance payment,” Humphreys stated. 

“The credit life portion of this ‘package’ appears to be proper,” he stated. 
“However, car purchasers were found to have in their possession accident and 
health policies written by the Peerless Casualty Insurance Co., of Keene, N. H., 
and issued on policy forms not approved by this department and containing no 
specific premium as required by law.” 

Humphreys said that the restricted accident and health coverages, the forms 
of which have not been approved, contained such “doubtful benefits” collectible 
only when the policyholder has been injured because of the “wrecking of a bicycle 
upon which he is riding,” has been injured “by the burning of a church if the 
assured were there at the beginning of a fire” or by the ‘collapse of the outer wall 
of a building while the assured is therein.” 

On May 25, 1956, Commissioner Humphreys announced that $125,000 had been 
refunded to individual policyholders and that an estimated additional $75,000 
would be returned before the end of the month. He said the refund process would 
“continue until every dollar of overcharges has been returned.” 

The commissioner’s office has furnished additional information to the Boston 
Better Business Bureau including the report reproduced below : 


To: Commissioner Joseph A. Humphreys. 
From : Thomas J. Kelleher, Jr., principal insurance examiner. 
Date: July 12, 1956. 


STATEMENT REGARDING REBATING, MISCLASSIFICATION AND OTHER ABUSES IN THE 
FINANCED AUTOMOBILE PHYSICAL DAMAGE INSURANCE BUSINESS 


Approximately 1 year ago on July 1, 1955, under the direction of commissioner 
of insurance, Joseph A. Humphreys, my associates and I were ordered to 
make an investigation concerning rebating and other abuses in the financed 
automobile physical damage insurance field. This investigation revealed various 
types and methods of rebating by licensed individuals, agencies, and companies. 
The following is a short résumé of the practices employed by the above, all 
contrary to sections 182 and 183 of chapter 175: 

1. In insurance agency A it was found that rebating on a monthly basis had 
been the practice for over a year and a half. This particular insurance agency 
rebated on the basis of 10 percent of 15 percent per month of the net premiums 
written, to various finance companies and automobile dealers. 

2. In the general insurance agency B a licensed broker employed by this 
agency was more or less a front man who acted in their behalf in the matter of 
automobile time sales business with various banks because the general agency 
did not desire to become involved in case any illegal operation was discovered 
regarding rebating. This so-called front man had an insurance agency of his 
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own and wrote all of the automobile time sales business on a master policy 
through this agency and brokered this type of business through the general 
insurance agency B. 

In the writing and servicing of the certificates of insurance customarily 
issued under the above master policy, a number of clerical and mechanical 
operations were necessary and a servicing corporation formed in a State outside 
the Commonwealth of Massachusetts entered into an agreement with the insur- 
ance agency to provide such services under the master policy. It may be pointed 
out here that this servicing corporation had no employees whatsoever, but existed 
in name only. It was revealed that the insurance agency would forward 
monthly to the servicing corporation, fees in the amount of $15 for each policy or 
certificate issued under the agreement and the servicing corporation in turn 
would pay the identical amount to the various banks involved. It was further 
found that another insurance agency in suburban Boston used this same servic- 
ing organization to pay a certain bank an amount equal to 20 percent of the 
net monthly premiums written. 

3. During another investigation of a general agency in Boston, it was found 
that written agreeements were in effect calling for the payment directly to some 
of the larger banks and finance companies in the Commonwealth of Massachu- 
setts, the sum of $15 for each certificate or policy issued to the time sales buyer. 

4, In another instance, a general insurance agency operation in the auto- 
mobile time sales field was found to be employing an out-of-State statistical or- 
ganization as a subterfuge to return a percentage of net monthly premiums of 
the financed automobile physical damage insurance to banks, finance companies. 
and automobile dealers. 

5. Again, in the instance of another large general insurance agency who was 
doing business with one of the larger banks in the city of Boston and using a 
master policy of an out-of-State company they had filed deviation rates with the 
Massachusetts Insurance Department permitting them to write automobile 
physical damage business at a certain percentage off of manual rates, it was 
found that this particular bank placed in the hands of every automobile deal- 
er who was doing business with them, a set of charts which included the 
ACV coverage and $50 deductible collision insurance that would be provided by 
the master policy written at manual rates. The instructions from the bank 
to the automobile dealer on the above-mentioned chart stated as follows: “the 
following charts include actual value comprehensive coverage and $50 deductible 
insurance which will be provided under a master policy written at less than 
standard manual rates. The figures used in the charts are the equivalent of 
manual rates. The cost of insurance to the purchaser is the actual premium 
and the difference in the actual premium and the figures shown on the charts 
form part of the finance charge.” After further investigation of this particular 
operation, it was found that certain automobile dealers doing business with 
this bank were charging the automobile buyer 100 percent manual rates on their 
sales invoices; however, in most instances these rates were lump summed in one 
figure with the financing charges. 

6. During other investigations of certain insurance agencies, it was found 
after a financial audit of the books that the individual’ owners: of. the agencies 
could not account for the large discrepancies in income and disbursements as 
shown on their records. In these instances and by the admission of one in- 
dividual insurance agency, cash rebating to automobile dealers and financial 
institutions had been taking place in consideration of receiving the automobile 
physical damage insurance business. 

7. In the instances of a smaller insurance agency in downtown Boston, in- 
vestigation revealed that rebating was occurring through an insurance adjustor 
who passed the rebates on to a certain suburban bank in lieu of receiving all the 
claims adjusting from this particular bank. 

The above types of rebating operations were not limited to the Boston 
area alone. Investigations revealed that the same type of operations were 
found to exist quite widely in the Worcester County area, Springfield, Pitts- 
field, Lowell, Lawrence, and various other cities and towns in the Commonwealth 
of Massachusetts. It was also found that various insurance agencies would 
cover up rebating on their financial records by charging said payments to ac- 
counts such as automobile claims, return premiums, legal fees, etc. It is a 
common practice for various insurance agencies and licensed personnel to sign 
physical damage policies and certificates in blank and to have the pertinent 
underwriting data inserted by either banks, finance companies, servicing organ- 
izations, and automobile dealers. In one instance, it was noted that an in- 
surance adjustor’s office was used to paste ditto slips with the required under- 
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writing information on the policy and mailed out said policy to the time sales 
buyer. 

In the course of our investigation, it was found that many so-called plans had 
been introduced into the Commonwealth of Massachusetts for the purpose of 
circumventing rebating laws by out-of-State: interests. These so-called plans 
serviced banks, contacted the automobile dealers, repossessed cars, and per- 
formed many other related duties. It was revealed that the head of one of 
these so-called plans lived in a State far removed from the Commonwealth 
of Massachusetts and held a nonresident broker’s license in this State. This 
gentleman organized two Massachusetts corporations for the purpose of deal- 
ing with banks and to sell to said banks contracts of automobile conditional 
sales of new or used motor vehicles. These corporations placed employees in the 
banks to service the various time sales customers. 

In the instance of another plan which is in operation in Massachusetts, out 
of State interests incorporated their own insurance agency, servicing organiza- 
tion, adjusting service and also made arrangements with automobile dealers to 
finance through a particular bank. In this pian the servicing organization would 
handle all deals for the bank for a certain percentage of the financial charges 
and insurance charges. Insurance premiums would flow through the plans insur- 
ance agency to the servicing corporation and passed on to another out-of-State 
holding company and finally wind up by being paid to the unlicensed originators 
of the automobile time sales. 

Also a weil-known national financing institution has a plan in effect whereby 
the banks place the insurance business through a general insurance agency for 
a small commission. This general insurance agency does not countersign the 
policy but instead a gentleman far removed from the scene of said operation 
is the countersigning agent of all the policies that are placed with an insurance 
company who is a subsidiary of the said financial company. This gentleman 
has no knowledge of insurance practices but was a salaried employee and 
special field representative for said company and is licensed as an agent of 
the subsidiary insurance company. Premium moneys are forwarded by the 
banks to the financial company who in turn forward premiums to a licensed 
Massachusetts brokerage corporation, who deducted the commission and then 
forwarded said net premiums to the related insurance company. 

In regard.to the-abeve so-called plans, it was revealed that private passenger 
differential charts were placed in the hands of automobile dealers. These charts 
included not only the automobile physical damage insurance rates but also addi- 
tional charges alleged to be financing charges. 

Up until approximately 1 month ago, time sales buyers were ladened with 
a package deal lumping finance charges and insurance costs in one confusing 
figure on their conditional-sales contracts. This occurred at the automobile 
dealer level and in many instances where complaints were received by insurance 
departments, it was found that the time sales buyer had signed the said condi- 
tional sales contract in blank and was actually not aware of his cost until at 
a later date when he received said contracts in the mail completed with financial 
figures, insurance costs lumped together, etc. Through the efforts of Insurance 
Commissioner Joseph A. Humphreys, an act relating to contracts of conditional 
sales was enacted by the general court of this Commonwealth and became effec- 
tive in June 1956 correcting a weakness in the law which would permit the 
lumping together of insurance and financial charges so that the purchaser could 
not know the specific amount for each. This practice frequently conceals exor- 
bitant finance charges, so-called balloon notes and various package-deal charges. 

It has been further found that many automobile dealers and their salesmen, 
either out of the lack of knowledge of insurance laws, ort hrough eagerness for 
additional automobile reserves set up by the financing factors, act as unlicensed 
insurance brokers, coercing buyers into taking insurance, charging excessive 
rates and often misleading them into thinking that the “package plan” (credit 
life, accident, and bail-bond insurance) is given free. 

Oftentimes a car buyer is forced to take insurance from a specific insurance 
company because he or she is subtly coerced into taking an insurance package 
either because it is called a bargain, or that they have to take it if they want 
financing budget terms. The automobile buyers own insurance broker has been 
left out of the picture entirely and is unable to place physical damage insurance 
as requested by his customer because the financing factor refuses to receive 
the insurance policy. 

zite in September of 1955 while on an out-of-State assignment, this insurance 
department investigating unit uncovered the practice of misclassifying auto- 
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mobile physical damage premiums by certain so-called specialty insurance com- 
panies in the automobile physical damage field. Upon further investigation it 
was found that four specialty insurance company writers of automobile physi- 
cal damage insurance were misclassifying Massachusetts residents in the 
amount of $100,000. Further investigation has revealed that many other com- 
panies were also guilty of this practice. It is now estimated that over $200,000 
will be returned to Massachusetts residents through the efforts of Insurance 
Commissioner Joseph A. Humphreys. 

Certain practices among insurance agencies were discovered, whereby one 
agency would place the automobile dealer’s business with a certain financing in- 
stitution and the time sales buyer placed as a class 1 risk for insurance pur- 
poses, and the insurance agency would charge class 2 rates to the other insur- 
ance agency who was handling the insurance from the financing institution. 
This insurance investigating unit is now in the process of checking the policy 
files of many other out-of-State insurance companies licensed to do business 
in the Commonwealth of Massachusetts. 

Along with this practice of misclassifying, numerous complaints have been 
brought to the attention of the Massachusetts Insurance Department concerning 
the so-called package deal as sold by the various automobile dealers throughout 
Massachusetts. The cost of this so-called package deal varies from $15 to $21 
per year of financing. The actual cost of this plan to the insurance agency is 
very much lower and depends upon the time sales customer’s deferred financing 
balance. For example, if an automobile buyer finances a $1,000 deferred balance 
for 3 years, and a package plan was sold him at a cost of $18 per year, his 
ultimate cost for this so-called package would be $54. Based on the approxi- 
mate cost to an insurance agency of credit life insurance at 50 cents per $100 
the credit life portion of this package would be $5. The accident and so-called 
travel protection certificate, or bail-bond insurance coverage, would be ap- 
proximately $2, or a total cost of $7 per year and an ultimate 3-year cost of $21. 
The difference of $54 in insurance premiums charged the automobile buyer and 
the actual cost to the insurance agency of $21 is $33 in insurance premiums, 
which is either returned to the automobile dealer’s reserves, or portions rebated 
to the financing institution for originating voluminous automobile physical 
damage and package deal insurance. 

It has also been uncovered by the investigating unit of the Massachusetts 
Insurance Department, certain underwriting practices which leave the unwary 
automobile buyers of this State in a position whereby he is paying untold high 
insurance charges for automobile collision coverage. <A certain out-of-State 
insurance company was found to be charging higher territory rates than those 
approved by the Massachusetts Insurance Department. They were found to 
be charging $50 deductible rates when a $100 deductible was listed on the policy, 
charging rates which were higher after classification became effective on 
August 23, 1954, in the Commonwealth of Massachusetts and also after the clas- 
sification revisions by the NAUA in August of 1955, and in addition to this type 
of underwriting practice, also misclassified their assureds. 

These misclassifications by the so-called specialty insurance companies are by 
no means acicdental, nor can they be attributed to human error. Insurance 
department examiners, while examining dailies in the home offices of these com- 
panies noted Hooper-Holmes and retail credit reports attached to the dailies 
stating that no drivers under 25 resided or drove the particular cars in question. 
The dailies themselves would be rated as class 2 and such credit reports were 
attached to the dailies. 

This investigating unit of the Massachusetts Insurance Department also has 
in its possession at the present time automobile collision insurance charts which 
have been placed in the hands of various automobile dealers by a national finane- 
ing company to be used for time-payment plans on new and used cars. These 
charts are originally caleulated from finance charts which include class 2 collision 
premiums. In other words, if an automobile time sales buyer actually rates 
class 1, or class 3, he is still charged the highest rate, class 2. The instructions 
to the automobile dealer further states that if the customers feel that they are 
being overcharged, or are eligible for preferential collision rating in class 1 and 
class 5 the so-called adjustment charts for these classes are to be employed. 

The above is a factual summarization of rebating practices, misclassification, 
and other abuses occurring in the financed automobile physical damage insurance 
lield in the Commonwealth of Massachusetts. 


Respectfully submitted. THOMAS J. KELLEHER. Jr., 
Principal Insurance Examiner. 
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Following are excerpts from a memorandum by E. W. Gallagher of the Boston 
Better Business Bureau reported in an interview held January 18, 1957, with 
Principal Insurance Examiner Kelleher : 

“There were four so-called specialty companies allowed to write insurance in 
Massachusetts; namely, Service Fire Insurance Co., Calvert Insurance Co., and 
Industrial Insurance Co., and EMCO. 

“Mr. Kelleher said that in reference to these specialty companies that they had 
the means of knowing or learning on direct dealing with the customer or through 
their finance companies, so that they would know or should have known the 
correct classification for the car owner. He said, however, that in reference to 
those companies, it was found that in a large number of cases, credit reports or 
investigation reports provided by some outside agency, were attached to the 
dailies (duplicate copy of face sheet of policy) stating that there were no drivers 
under 25 who would drive the car insured, but that, nevertheless, there was 
misclassification of car owner, despite these reports. 

“Mr. Kelleher said that there was a fifth company writing all types of insur- 
ance, an out-of-State company, which had a contract with a management company 
to manage its automobile physical damage business in Massachusetts. The 
management company was also an out-of-State company and unlicensed in 
Massachusetts. It was found that in this case, there was not only misclassifica- 
tion, but that car owners were being charged $50 deductible rates when actually 
the policies were for $100 deduciible; also that persons were being charged rates 
higher after classification became effective on August 23, 1954, in Massachusetts 
and after classification revisions by NAUA in August 1955. He said also in 
reference to this latter company it was found that persons in a iow territorial 
rate area were being charged on the basis of a higher territorial area. 

“In reference to misclassification by all other insurance companies, Mr. Kel- 
leher said that whatever misclassifications existed was apparently not the fault 
or the intent of the insurance company ; it is because the information for classifi- 
cation was provided by general agents who should have provided correct 
information, and that those general agents may in turn have received the classi- 
fication information from automobile dealers and finance institutions. 

“Mr. Kelleher said that there was a total of about 25 companies in whose 
dealings in Massachusetts there was found evidence of misclassification, and that 
these misclassifications ranged in totals in amounts from $500 to $60,000. He also 
said that he estimated the total amount of money which had actually been 
returned to car owners in Massachusetts, on the basis of misclassification is 
$200,000. 

“Mr. Kelleher said that the matter of misclassification on the basis cf age could 
mean an overcharge of as much as $25 or $30 per car on a 1-year basis; $60 to 
$75 per car on a 2-year basis; and $90 to $125 per car on a 3-year basis.” 





MICHIGAN 


STATE OF MICHIGAN, DEPARTMENT OF INSURANCE, 
Lansing, March 2, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., Chicago, Ill. 


Dear Mr. BARNARD: This will acknowledge receipt of your letter of Febru- 
ary 24, 1956. I have turned your communication over to Mr. John W. Wick- 
strom, my chief deputy, for his attention. 

Yours most sincerely, 
JOSEPH A. NAVARRE, 
Commissioner of Insurance. 

No further communication has been received but a newspaper report dated 
November 6, 1956, quoted Commissioner Navarre as stating that two insurance 
companies had refunded over $65,000 to some 2,500 Michigan policyholders. Com 
missioner Navarre said overcharges in Michigan, made by a few affiliated com- 
panies of automobile finance corporations, aid not appear to be as prevalent as in 
some other States. 


Fav arene penne 
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MINNESOTA 


STATE OF MINNESOTA, INSURANCE DIVISION, 
St. Pau, February 29, 1956. 
CHICAGO BETTER BUSINESS BUREAU, 
Chicago, Ill. 
(Attention: Kenneth Barnard, chairman, committee on installment con- 
tracts, Association of Better Business Bureaus, Inc.) 


GENTLEMEN: We acknowledge receipt of your letter of February 24. 

We do not know what you are actually referring to in your communication. 
However, we think in all fairness, in that you are a resident of the State of 
Illinois, you should contact your insurance department, and we are sure they 
will give you all the information you requested in your letter to us. 

In your letter you name no companies and you speak of a resolution of the 
National Association of Insurance Commissioners. We do not know what 
resolution you have reference to. In other words, we are at a loss to understand 
your letter. 

It is not that we do not want to be of help to you, but the way your letter 
was framed to us, we certainly are unable to answer it in an intelligent manner. 

Yours very truly, 
JOE HAVESON, 
Deputy Commissioner. 
MISSISSIPPI 
No reply. 
MISSOURI 


No reply to questionnaire. However, on September 23, 1956, after publication 
of the NBBB bulletin, Superintendment of Insurance C. Lawrence Leggett 
issued a news release announcing that more than $132,000 had been refunded 
to automobile insurance policyholders of Missouri under the direction of the 
division of insurance. Pointing out that the refunds were based on collision 
insurance overcharges, the release stated : 

“In many cases where the purchase price of the automobile is financed the 
purchaser signs a note for the time balance due on the purchase price of the 
ear. This time balance includes finance charges, cost of insurance, and other 
costs in connection with the transaction, such as recording the mortgage. A 
note for the time balance is in a lump sum and does not usually set out the 
exact charges made for the individual items covered. 

“When the mortgage note is sold to a finance company, the finance company 
then purchases the physical damage insurance to protect the security for the 
loan. In many cases, however, the loan papers do not contain sufficient infor- 
mation to make a proper classification of the risk, with the result that many 
purchasers of financed automobiles have been misclassified in the higher bracket. 

“When this procedure was discovered, the division of insurance contacted a 
total of 74 insurance companies writing multiple classification physical dam- 
age automobile insurance in the State of Missouri. These companies were 
required to report on the existence of overcharges to their policyholders due 
to such misclassification of risks. Out of this number of companies some 12 
companies reported the probable existence of such overcharges. 

“Because of certain clerical difficulties due to the destruction of some of the 
older original applications, companies writing this multiple classifications type 
of automobile physical damage coverage were required to mail a questionnaire 
to all holders of policies still in effect in the year 1955. Because 18 months, 
2 and even 3 year installment contracts were involved, this included many 
policies written in 1953 and 1954. 

“It was agreed that refunds would be made to policyholders whose policies 
were no longer in effect on the 1955 date, upon demand from such prior pur- 
chasers accompanied by proof of misclassification. 

“According to Superintendent Leggett, the division already has received 
preliminary reports indicating that approximately $133,000 has been refunded 
to Missouri policyholders to date. It is expected that this amount will be 
greatly increased as the result of continued efforts and later reports. 

“The superintendent pointed out that the rate of replies to inquiries mailed by 
the companies to policyholders was only about 1 in 3. This was attributed to 
the probability that many had moved to new addresses and failed to receive 
the questionnaires; that a goodly number of people are careless about replying 
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to corresponodence and that some who were correctly classified did not feel it 
necessary to reply. 

“Another requirement of the Missouri Insurance Division was that proper 
information be secured from each applicant for insurance to insure proper 
classification. This rule now has been adhered to for many months by com- 
panies doing business in Missouri.” 

He also urged persons who purchased policies in 1950 and later years to 
check their policies to see in what class they were rated. If there were no 
drivers under 25 years involved, he said such persons should contact their 
insurance company if the policy was rated as being rated in the higher class. 


MONTANA 
No reply. 
NEBRASKA 


STATE OF NEBRASKA, 
DEPARTMENT OF INSURANCE, 
Lincoln, February 29, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., 
Chicago Better Business Bureau, Chicago, Il. 


Dear Mr. BARNARD: In this State, as in most other States, it is the practice of 
sellers, especially automobile dealers, to quote two prices, one being the cash price 
and at the other a so-called time-sales price. With the approval of the courts the 
time-sales differential can be any amount the buyer and seller agree upon. The 
courts have held almost without exception that the usuary laws are not applicable 
to the transaction if entered into in good faith (Grand Island Finance Co. v. 
Fowler, 124 Neb. 514, 247 N. W. 429). 

After the contract is entered into the paper is usually discounted by the seller 
with a finance company. The finance company thereafter purchases insurance 
for the benefit of itself and the buyer. The question of law which you men- 
tioned is whether any overcharge for insurance should be refunded to the finance 
company or to the buyer. Legally, the amount paid or to be paid by the buyer 
represents the price of the automobile under the time-sales doctrine. In other 
words assuming a good-faith transaction neither the cost of the insurance nor 
any other charges are legally borne by the buyer but are borne solely by the 
finance company. 

It is questionable in view of the time-sales doctrine whether the insurance 
supervising authorities may require refunds to policyholders at all. There is 
no question but that refunds are due but in this State at least, such refunds 
would, assuming a good-faith transaction, be due the finance company or seller 
as the case may be rather than the policyholder. 

If we can be of any further assistance, please advise. 

Very truly yours, 
THOMAS R, PANSING, 
Director of Insurance. 
WILLIAM H. Heavey, 
Departmental Attorney. 


On September 6, 1956, the Better Business Bureau of Omaha reported that 
an investigation by that office and the Lincoln Better Business Bureau “disclosed 
that there was no widespread abuse of this practice in the State of Nebraska. 
* * * Tn fact, of the 6 insurance companies listed in the national bureau bulletin 
only 3 of them operate in Omaha. Emmco, Cavalier Insurance Co., Calvert Fire 
Insurance Co., were negligible amounting to less than $10,000 premium income. 
Service Fire Insurance Co, had a premium income last year of about $300,000 
and the Insurance Commissioner Mr. Thomas R. Pansing, has informed the 
Lincoln bureau that the company has been making for the last 2 years refunds 
on any overcharges.” 
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NEVADA 


StTaTE OF NEVADA, INSURANCE DEPARTMENT, 
Carson City, March 12, 1956. 
Mr. KENNETH BARNARD, 
President, Chicago Better Business Bureau, 
Chicago, It. 


Dear Sir: Please pardon my delay in acknowledging your letter of February 24 
as I have been in San Francisco and just returned to my office today. 

To answer the questions in your letter would necessitate my assuming to speak 
for other commissioners in other States and that, of course, I cannot do. I will 
outline for you briefly our attitude on the matter as it effects the citizens of 
Nevada. Apparently, because of one reason or another, over a period of approxi- 
mately 2% to 3 years certain insurance companies improperly classified a per- 
centage of automobile risks and by so doing overcharged such insureds. 

In each instance a careful search is being made of the records of the company, 
and in each and every such incident where an overcharge has been made the 
insureds concerned are being contacted and the overcharge refunded. 

We are convinced that adequate action has been, or is being, taken to prevent 
a reoccurrence. 

I trust this information will serve your purpose, 

Very truly yours, 
PauL A, HAMMEL, Insurance Commissioner. 


On September 10, 1956, Commissioner Hammel responded to additional ques- 
tions by the Better Business Bureau of Southern Nevada (Las Vegas) as 
follows: 

1. (The question:) Whether or not you replied to the questionnaire, and is so, 
to furnish us with a copy of your reply, or if you did not, your reason for failing 
to do so, (Answer:) Apparently the question was not received and consequently 
could not have been answered. 

2. (The question:) Whether or not any refunds have been made and for what 
period, together with the names of the companies making such refunds. (An- 
swer:) There are two companies doing business in Nevada that are subsidiaries 
of finance corporations that were involved. 

Company A has completed its survey and found that there were 81 misclassi- 
fications in the past 3 years in a total of 2,077 risks written. Of that number, 
54 were adjusted downward and 27 adjusted upward. 

Company B has not, as yet, completed the survey and adjustment. 

Both companies have made the necessary changes in procedure in connection 
with their finance corporation officers to prevent future misclassification. 

8. (The question:) How you voted on the resolution of the National Associa- 
tion of Insurance Commissioners on this subject. (Answer:) I was in bed in the 
Commodore Hotel with intestinal flu at the time the matter was voted on and 
therefore did not vote. However, since such matters are voted on during 
executive session and such vote is normally considered confidential I am not 
certain if I would feel free to answer the question if I had been present and 
did vote. 

4. (The question:) Whether or not you considered the resolution a white- 
wash and the settlement approved a coverup for widespread misclassification. 
(Answer:) I do not feel that there was any thought or intent on the part the 
members of the National Association of Insurance Commissioners to whitewash 
or coverup. It was found that a procedure was being followed which resulted in 
improper classifications which was discriminatory. Under such conditions, it 
is a normal procedure to see that steps are taken immediately to: (1) correct 
the procedure so that it will not continue or reoccur; (2) make the necessary 
adjustments in those cases that have oceurred refunding to those who were 
overcharged and to make a request for the additional amounts from those who 
were undercharged. 

It seems apparent that the majority of commissioners believed that there was 
no willful intent to discriminate on the part of the insurance companies involved 
o: a different attitude would have resulted. 

». (The question:) If no public announcement was made in Nevada, what was 
the reason? (Answer:) I know of no reason why a public announcement should 
have been, or should be, made. We hold hearings quite frequently and revoke, 
and suspend licenses, levy fines and otherwise penalize insurance companies, 
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agents, and brokers but we have never made it a policy to publicize such ac- 
tivities. Our records are open to the public and to the press. If either the press 
or members of the public are interested, they have a right to access to our records 
at any time. 

New HAMPSHIRE 


STaTe or New HAMPSHIRE, 
INSURANCE DEPARTMENT, 
Concord, February 27, 1956. 
KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., Chicago, Jil. 

Dear Mr. Barnard: I acknowledge your letter of February 24, which I pre- 
sume refers to the resolution passed by the National Association of Insurance 
Commissioners dealing with the investigation of overcharges made by insurance 
companies writing automobile physical damage insurance on financed cars. 

The State of New Hampshire is one of the few States in the Union which does 
not permit the use of a classification plan with reference to writing such risks, 
and therefore there was no possibility of misclassilfication in this State and no 
overcharges were made. 

Under these circumstances, I have made no study of the problem because it 
does not affect New Hampshire, and therefore I am unable to answer the ques- 
tions listed in your letter. 


Very truly yours, 
DoNALD KNOWLTON, Commissioner. 


NEw JERSEY 


Strate or New JERSEY, 
DEPARTMENT OF BANKING AND INSURANCE, 
March 1, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Chicago Better Business Bureau, Chicago, Ill. 


Deak Siz: This department has given consideration to the question in your 
letter of February 24. 

The resolution, which you mention, refers to a report of a special committee 
of the National Association of Insurance Commissioners which was submitted 
at the December meeting and approved in principle. The committee had con- 
sidered this entire matter and, particularly, a proposal submitted by one of the 
companies involved. While the committee itself had no authority to either ac- 
cept or reject a proposal, it did cite this particular one as a possible model for 
working out details of the situation which was confronting individual commis- 
sioners. 

The specific questions in your leter are answered in the order in which they ap- 


rs 

1. I do not think so. Under the insurance laws of this State the actions taken 
by the companies would constitute an overcharge of premiums caused by a mis- 
classification of the risks and not a misappropriation of funds. 

2. Not necessarily. Each case will have to be considered on its own merits 
and the practical question of producing information from old records weighed 
against the benefits to be derived. 

38. See the answer to question 2. 

4. Every company which is authorized to write automobile physical damage 
in this State, numbering more than three hundred. 

5. Weare not able to make any estimate at this time. 

6. Under the terms of the policy contract, when a return premium is due it is 
payable to the named insured. If the policies are issued to the individual auto- 
mobile buyers, they would receive the return premium, but if the finance com- 
pany is the named insured, the premium would have to go to them. Part of our 
problem in this investigation is to follow through and see that the finance com- 
panies (which are not under our direct jurisdiction) pass along a proper credit 
to the individual purchasers. 

7. It isn’t necessarily so; misclassification of risks could occur in any com- 
pany. They appear to be much more prevalent in connection with financed cars 
however, and we think one of the reasons is the fact that the application and 
information forms are frequently retained in the office of the finance company, 
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bank, or automobile dealer, instead of being forwarded to the insurance com- 
pany where they would be helpful to the underwriter in allocating the risk to 
the proper class level. 

8. Yes, and other companies are in process of doing likewise. 

9. The purpose of our investigation is twofold; first, to institute remedial 
measures which will eliminate similar misclassifications in the future, and, sec- 
ondly, to secure a proper refund to any persons who have been overcharged in 
the past. The first of these objectives has already been achieved and the second 
is in progress. Whether any possible violations of law which were involved 
would constitute a criminal offense to be presented to a grand jury is a sepa- 
rate study, apart from our present activities. 

Sincerely, 
CHARLES R. HOWELL, 





STATE OF NEW JERSEY, 
DEPARTMENT OF BANKING AND INSURANCE, 
BUREAU OF INSURANCE, 
Trenton, May 8, 1956. 
ALLAN E, BACKMAN, 
Executive Vice President, 
National Better Business Bureau, Inc., 
New York, N. Y. 

Dear Sie: Your letter dated April 26, 1956, addressed to Commissioner Charles 
R, Howell, was referred to the undersigned for reply. 

This department did initiate an investigation in the matter of alleged over- 
charges on automobile physical damage insurance policies. Our investigation 
is still underway and we are not in a position at this time to determine the ex- 
tent of the abuses along these lines. 

A copy of the only press release emanating from this department on this sub- 
ject is enclosed for your information. 

Very truly yours, 
Pau J. MoLNar, 
Special Assistant Deputy. 


is STATE OF NEw JERSEY—OFFICIAL NEws RELEASE 
From : Office of the Commissioner of Banking and Insurance. 
For release : Sunday, March 25. 


Commissioner of banking and insurance, Charles R. Howell, announced today 
that his department has launched a broad investigation of alleged overcharges 
of premiums by certain insurance companies in the field of collision insurance 
on financed automobiles. Commissioner Howell explained that, because of the 
extra hazards involved, insurance companies are permitted to charge a higher 
rate than the average for insurance on automobiles operated by drivers under 
25 years of age. The investigation indicates that certain companies, and par- 
ticularly those affiliated with finance companies, have habitually charged prem- 
iums at the higher rate, even in cases where the vehicle was not operated by a 
young driver. This resulted from the failure of these companies to obtain 
complete underwriting information for a proper classification of the risk and in 
many cases the omission appears to have been deliberate. Commissioner Howell 
emphasized that the vast majority of the companies doing business in this State 
were not guilty of such abuses. Of more than 300 companies investigated, only 
about a dozen were found where overcharges were prevalent. In these particu- 
lar cases, the companies are being required to complete their underwriting 
records, reclassify the risks where indicated and pay a return premium to the 
policyholder in all cases where it develops that an overcharge has been made. 
In addition to correcting past abuses, Commissioner Howell said the department 
has supervised the installation of improved methods of classification, which 
should eliminate improper charges of this kind in the future. 
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STATE OF NEw JERSEY, 
DEPARTMENT OF BANKING AND INSURANCE, 
July 31, 1956. 
Mr. KENNETH B. WILLSON, 
President, National Better Business Bureau, Inc., 
New York, N. Y. 

Dear Srr: I have your letter of July 25 in regard to the investigation of 
collision insurance overcharges on financed automobiles. 

In the early part of this investigation we formed the opinion that the omission 
of complete classification data was deliberate because, in many cases, the under- 
writing information was retained in the office of the finance company or bank, 
where the business originated, and was not forwarded to the home office of the 
company for proper classification by the company underwriters. 

You may be interested in receiving the attached copy of our second release 
showing the status of the matter up to June 30, 1956. 

Very truly yours, 
CHARLES R. HOWELL. 


STATE OF NEw JERSEY—OFFICIAL NEWS RELEASE 


From : Office of the Commissioner of Banking and Insurance. 
For release: Sunday, July 22, 1956. 


Charles R. Howell, Commissioner of Banking and Insurance, announced today 
that $165,627.11 has been returned to approximately 6,824 policyholders in New 
Jersey as a result of overcharges of premiums by 5 insurance companies in the 
field of collision insurance on financed automobiles. The average return was 
approximately $24 per policyholder. In these five companies, replies to question- 
naires are still being received and the figures quoted will undoubtedly increase. 

Commissioner Howell said this was the accomplishment of an investigation 
he instituted last March after the department of banking and insurance found 
that certain insurance companies, particularly those affiliated with finance com- 
panies, have habitually charged premiums at a higher rate, even in cases where 
the vehicle was not operated by a young driver. 

In addition to these 5, there are 10 other insurance companies which we are 
investigating. None of these examinations has yet reached a point where we 
are able to furnish any figures regarding the amounts of refunds, but such re- 
payments are in process of being made and the amounts involved will be 
substantial. 

Commissioner Howell stated it was the policy of the department of banking 
and insurance not to release the names of any companies under investigation ; 
however, a full and more detailed report would be released upon completion of 
our examination. 


STATE OF NEw JERSEY, 
DEPARTMENT OF BANKING AND INSURANCE, 
January 28, 1957. 
Mr. ALLAN BE. BACHMAN, 
Executive Vice President, 
National Better Business Bureau, Inc., 
New York, N. Y. 

Dear Mr. BAcHMAN: I hope to get out an up-to-date report very soon on the 
result of examinations of overcharges referred to in your letter of January 24 
and will send you a copy. However, I might say that well over $500,000 has been 
recovered to date. 

Sincerely, 
CHARLES R. HOWELL. 


The following item appeared in the New York Times for January 31, 1957: 


“INSURANCE INQUIRY AIDS JERSEY DRIVERS 


“TRENTON, January 30.—Charles R. Howell, State Commissioner of Banking 
and Insurance, reported today that a State investigation of automobile insurance 
rates had resulted in the refund of $600,000 to New Jersey car owners. 

“He said that about 20,000 Jersey drivers had been charged higher premiums 
than were legally warranted. In most instances, he explained, the overcharges 
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appeared to have been deliberate but no case of outright fraud has been un- 
covered. 

“Commissioner Howell’s announcement followed by 48 hours the release of an 
interim report by the New York State Insurance Department. This indicated 
that similar overcharges in that State had resulted thus far in refunds of 
$1,013,926 to New York residents.” 


New Mexico 


No reply. 

NEw YorK 

No reply to questionnaire. 

A subsequent request from the National Better Business Bureau to Leffert 
Holz, New York State Superintendent of Insurance, for any press releases 
issued by his department and the names of insurance companies found to have 
been involved elicited the reply: 


STATE OF NEW YORK INSURANCE DEPARTMENT, 
New York, May 7, 1956. 
Mr. ALLAN E. BACKMAN, 
Executive Vice President, 
National Better Business Bureau, Inc., 
New York, N. Y. 


Dear Mr. BacKMAN: Superintendent Holz has asked me to respond to your 
letter of April 26 treating with the question of premium overcharges relating 
to misclassification by certain insurers of automobile physical damage policies 
covering financed cars. 

In your letter you requested copies of any press releases or public statements 
which this department may have issued or caused to be issued in such connection. 

The simple fact is that no such press releases have emanated from this 
department. Nor did we cause to be issued any public statement treating with 
this matter. 

Investigation by this department developed the fact that some insurers be- 
cause of the lack of proper rating data assigned certain risks to classifications 
with higher prominence. Prompt action was undertaken by us to the end that 
(1) immediate corrective procedures would be incorporated in each case to 
prevent recurrence of such misclassifications and (2) a program of refunds 
patterned after a plan approved by the National Association of Insurance Com- 
missioners at its midwinter meeting held in this city in December 1955 would 
be instituted in each case. 

It appearing to our satisfaction that the insurers involved have already in- 
stituted corrective procedures as above and further that they are presently 
engaged in the completion of refunding programs along the lines approved by 
the National Association of Insurance Commissioners, the disclosure of identities 
at this time would not be appropriate. 

Yours very truly, 
LEFFERT Hotz, 
Snperintendent of Insurance. 
By WuILu1AM Gov zp, 
Chief of the Property Bureau. 


The bureau subsequently received through the mails a Report on Insurance 
Charges in Consumer Credit Transactions submitted to Superintendent Holz on 
January 24, 1957, by F. Roger Downey, administrative assistant to the super- 
intendent. That section of the report dealing with collision insurance over- 
charges is reproduced as follows: 


“AUTOMOBILE COLLISION INSURANCE 


“In the State of New York, collision policies on private passenger autos have 
been classified since 1950 according to business or nonbusiness use and the pres- 
ence or absence of operators under 25 years of age. Premium differences be- 
tween these classes are substantial. For the purposes of illustration, where 
the current premium for a class 1 (operator over 25) policy, is $100, the compar- 
able premium for class 3 (business use) would be $125, and for class 2 (under 
25), $144. 

“The department found in 1955 that a number of insurance companies spe- 
cializing in automobile finance accounts had misclassified a high percentage of 
assureds and that, as a consequence, substantial overcharges had resulted. The 
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department immediately took corrective action and instructed all companies 
engaged in this type of business to obtain necessary rating data from all insureds. 
Thereafter, the department instructed the N. A. U. A. (National Automobile 
Underwriters Association) to change its manual procedure to the effect that 
rating data be furnished to the insurance companies in each case. The 
N. A. U. A. complied with the department’s request and this procedure is now 
incorporated in the manual. The department is currently engaged in testing the 
effectiveness of this procedure by visitations of company offices. The depart- 
ment intends to request the N. A. U. A. to furnish a statistical analysis of all 
classes of automobile collision insurance by companies for a period of 6 months 
to evaluate the effectiveness of this program. 

“In addition, the department immediately instructed all eompanies engaged 
in this class of business to institute a program for refunds, where warranted, 
in accordance with the resolution adopted at the December 1955 meeting of 
the N, A. I. C. This program is now in progress and to date $1,013,926 has been 
returned to the policyholders in the State of New York. 

“When the current survey began, the refund programs of the specialty com- 
panies were in progress. Since it was possible that misclassification was also 
taking place in companies other than those specializing in finance business, a 
spot check was made of the files of a multiple-line company. Here, too, we found 
that there was serious misclassification resulting in a disproportionate assign- 
ment to class 2 risks, the highest rated class. 

“As a result, the Department in July of 1956 directed the 425 companies author- 
ized to write automobile-collision insurance in this State to submit complete 
reports on their collision business in connection with financed automobile sales. 
These reports revealed further evidence of widespread misclassification and the 
companies involved were directed to initiate refund programs. The Department 
is presently engaged in auditing companies’ refund programs, to make certain 
that they are being carried out in a satisfactory manner. 

“Since a major portion of collision policies on financed automobiles are written 
for a period of more than 1 year, it is evident that assureds at ages 23 or 24 who 
purchase these long-term policies will reach their 25th birthday during the term 
of the policy. Yet the Department investigation revealed that class 2 rates were 
being charged for the entire policy period. In no instance in an examination of 
the files of the companies surveyed was there found a change of policy classifica- 
tion and refund of the premium differential without a specific request from the 
insured. 

“A conference was held with NAUA and this practice was called to its atten- 
tion. The association agreed to consider the adoption of a manual change to 
rectify this inequity. We understand that it is receiving the attention of the 
committee concerned.” 

The contents of the report were apparently released to the press and were 
the subject of stories in New York newspapers for January 29, 1957. 


NortTH CAROLINA 


STATE OF NoRTH CAROLINA, 
INSURANCE DEPARTMENT, 
Raleigh, March 1, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., 
Chicago, Iil. 

Dear Sm: This has reference to your letter of February 24 on the matter of 
recent resolution of the National Association of Insurance Commissioners. 

The commissioner of insurance of North Carolina is bound by the insurance 
laws of North Carolina, and these laws are administered to the best of his 
ability and he is not governed by any resolution adopted by the National Associa- 
tion of Insurance Commissioners. 

Very truly yours, 


Fred D. CHAMBERS, 
Fire and Casualty Actuary. 
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Response to subsequent inquiries by the Better Business Bureau of Charlotte 
was as follows: 


INSURANCE DEPARTMENT, 
Raleigh, N. C., August 10, 1956. 
Mr. C. A. GRIFFIN, 
Better Business Bureau, Inc., 
Charlotte, N.C. 


Dear Mr. GrirFin: This will acknowledge your letter of August 8 regarding 
improper classification of automobile-collision insurance. In order to keep this 
from happening and, at the same time, to have a method of checking on it, the 
North Carolina Insurance Department requires that there be attached to each 
automobile-collision-insurance policy a form which contains the different col- 
lision-insurance classes. It is filled out on the purchase of insurance and then 
attached to the policy. A photostat of the form is enclosed. 

If there is reported to you any improper classification of automobile-collision 
insurance, I would appreciate very much your bringing it to my attention in order 
that an investigation may be made. 

With best wishes, I am, 

Sincerely yours, 
CHARLES F. GoLp, 
Commissioner of Insurance. 


INSURANCE DEPARTMENT, 
Raleigh, N. C., August 30, 1956. 
Mr. C. A. GRIFFIN, 
Managing Counsel, Better Business Bureau, Ine. 
Charlotte, N. C. 

DEAR MR. GRIFFIN: This will acknowledge your letter of August 27 regarding 
classification of collision-insurance risks in North Carolina. 

You have been misinformed regarding the time when the North Carolina Insur- 
ance Department required attachment of a risk-classification form to automobile- 
collision-insurance policies. This has been required continuously since Decem- 
ber 1, 1950, and is a factor, in my opinion, why widespread misclassifications 
have not been found in this State as in some others. The department has inves- 
tigated from time to time on receipt of reports that there may have been an over- 
charge for insurance. The result has been in most cases that no overcharge was 
made and no widespread abuse has been found. In view of that information, 
plus the fact that insurance companies doing business in North Carolina are 
checking for misclassifications under a resolution adopted by the National Insur- 
ance Commissioners’ Association, I have not issued public announcements on 
this. In event announcements are made, I, of course, would be glad to furnish 
you with copies, 

I do not recall receiving a questionnaire from BBB; however, I trust this 
letter contains the information desired. If I can be of further service in any 
way please let me know. 

Sincerely yours, 
CHARLES F, Goin, 
Commissioner of Insurance. 
NorkTH DAKOTA 


STATE oF NortH DAKOTA, 
DEPARTMENT OF INSURANCE, 
Bismarck, March 15, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., Chicago, Ill. 


Dear Sir: Commissioner Jensen has received your letter dated February 24 
and has noted that you request him to answer the nine questions submitted. 
The suggested questions have reference to a recent resolution passed by the 
National Association of Insurance Commissioners. Commissioner Jensen does 
not have a copy of the resolution in question and, therefore, is not in a position 
to answer the questions fully. If you have a copy of that particular resolution, 
will you please forward one to Mr. Jensen at your convenience. 
Yours truly, 
A. J. JENSEN, 
Conunissioner of Insurance, 
J. F. VADNIE, 
Acting Actuary. 
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OHIO 
STATE OF OHIO, 
DIVISION OF INSURANCE, 
Columbus, April 3, 1956. 
Mr. KENNETH BERNARD, 
Chairman, Committee on Installment Contracts, 
Association of Better Business Bureaus, Inc., 
Chicago Better Business Bureau, Chicago, Ill. 


Dear Mr. BERNARD: Mr. Pryatel, the superintendent of insurance, has asked 
me to reply to your letter of February 24, 1956. 

We, at this date, cannot give answers to most of the questions asked regard- 
ing overcharges in this State since our examination section is making an audit 
of reciprocals who are domestic companies licensed in this State. When this 
audit has been completed we will then have sufficient information on hand to 
answer the questions propounded in your letter of February 24. 

Yours very truly, 
AUGUST PRYTEL, 
Superintendent of Insurance. 
R. Carter Irvin, 
Insurance Rate Supervisor. 


STATE OF OHIO, 
DIVISION OF INSURANCE, 
Columbus, May 4, 1956. 
Mrs. Gay T. Kropp, 
Director, Commercial Division, 
Cleveland Better Business Bureau, Cleveland, Ohio. 

Dear Mrs. Kropr: In answer to your letter of May 3, when we examined one 
of our domestic reciprocal organizations we tentatively concluded that there 
was a misclassification of insurance rates because the premium volume in the 
class 2 group was disproportionately high. After checking a certain account we 
found that there were individuals in this class who should not have been so 
classified. 

As a result of this information we launched a detailed check of all the policies 
written by the company between the test period of January 1 and June 30, 1954. 
We asked certain information of each policyholder in a communication signed 
by me, with a self-addressed stamped envelope returnable to the Superintendent 
of Insurance. When these returns came in we analyzed and cataloged them. 
The company was then instructed to refund the excess premium either directly 
to the policyholder if the contract had been matured, or applied to his account 
with the finance company if such policyholder had assigned his right to a refund 
as further collateral for the loan. 

On the basis of the information revealed from this test period, we then asked 
the company to go back to October 1953, when the rating program was adopted, 
which unfortunately was abused, requesting a survey of all policyholders not 
covered in previous surveys so that anyone improperly classified would obtain 
the credit due him. This particular compnay is now in the process of following 
through on this procedure. 

In the meantime we accelerated our examination of other domestic reciprocals. 
Another organization has been instructed to conduct a similar survey among its 
policyholders to the extent it had not already done so. We intend to follow 
this procedure in every case where our tests show that the company does not 
have the proper support in its files to warrant the classifications made. 

You may be interested in some background of how these misclassifications 
occurred. The bureau responsible for the promulgation for these forms and 
rates had developed a questionnaire in which certain information was asked of 
the applicant for insurance. If the applicant did not fall in one of the classes 
enumerated on this questionnaire, he was automatically placed in class 2. At 
the time this filing was made, the Bureau contended that competition would 
correct any improper classifications. While that approach appeared tenable at 
that time, it has now become obvious that in practice, competitive forces did 
not police the classification. The form has now been amended and calls for 
specific information supporting the classification given. At the present time it 
appears that this procedure is acceptable. We plan to check it periodically for 
any improprieties. 

The State of Ohio is representing the States of zone II (which, in addition to 
Ohio, are the following: West Virginia, Delaware, Maryland, Washington, D. C., 
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North Carolina, South Carolina, Pennsylvania, and Virginia) on a committee 
of the National Association of Insurance Commissioners looking into this prob- 
lem and other situations resulting from financed purchases. Our first meeting 
is scheduled in New York on May 11. In my judgment, we are alert to this 
problem. I am confident our deliberations will produce some suggestions that 
will certainly reduce, if not eliminate, the abuses that have grown in this type 
of business. 
Very truly yours, 
Avueust PRYATEL, 
Superintendent of Insurance. 


Ohio newspapers for October 7, 1956, carried articles on the overcharging in 
that State, and reported that refunds were being made. They quoted Superin- 
tendent Prystel as stating that, in his judgment, “refunds to Ohio policyholders 
will easily exceed $100,000 by the time the investigation is completed.” 


OKLAHOMA 


Oklahoma is believed to have been the second State to take action on this 
problem. Best’s for November 11, 1955, stated: 

“Commissioner Joe B. Hunt, of Oklahoma, has placed the Service Fire Insur- 
ance Company of New York on probation for an indefinite time pending consider- 
ation of its proposal for the refunding of premium overcharges on automobile 
risks. The move, which is a result of a hearing held last Monday, does not 
restrict the commissioner from future legal action. Service Fire is owned by 
Commercial Investment Trust, Inc., New York.” 

While not replying directly to the questionnaire, Commissioner Joe B. Hunt 
supplied the following release to the Better Business Bureau of Oklahoma City 
on April 18, 1956: 

“According to Joe B. Hunt, State insurance commissioner, Oklahomans have 
received over $37,000 this year in refunds from insurance companies which 
overcharged policyholders on automobile collision insurance premiums. 

“Hunt directed the companies to mail questionnaires to policyholders after 
an investigation by him and his staff disclosed that Oklahomans were being 
overcharged. 

“The third company to report to him recently, the Service Fire Insurance Co., 
has repaid $11,326.77 to 1,040 policyholders, Hunt said, and is now reporting 
results each month to the commissioner. 

‘ “Earlier, Calvert and Marathon Fire Insurance Cos. reported refunds of 
25,677. 

“Hunt predicts that refunds on overcharges to Oklahoma policyholders will 

amount to over $100,000.” 


INSURANCE DEPARTMENT, STATE OF OKLAHOMA, 
Oklahoma City, April 30, 1956, 
Mr. ALLAN E. BACKMAN, 
Executive Vice President, National Better Business Bureau, Inc., 
New York, N. Y. 

Dear Mr. BACKMAN: In response to your letter of April 26, 1956, please be 
advised that we have conducted certain investigations into the overcharging of 
automobile insurance premiums. We have no published literature on this sub- 
ject. The main companies involved were the Service Fire Insurance Co., of 
New York; the Cavalier Insurance Co., of Baltimore, Md.; and the Marathon 
Insurance Co., of Dallas, Tex. These companies are all either subsidiaries or 
affiliates with finance companies. Briefly, the way the thing has worked is that 
the companies have taken it upon themselves to circularize the policyholders 
and determine if they have been misclassified. The misclassification has been 
due to insufficient information received by the company and has resulted in many 
people being placed in a premium classification for people with drivers under 25, 
when in fact there were no such drivers in the family. 

I trust that this will be of some assistance to you. 

Sincerely yours, 
Horace G. RHOADES, Assistant Commissioner. 

On January 28, 1957, the Oklahoma City Bureau reported that “The final figure 


on refunds in this State, according to Joe B. Hunt, Oklahoma insurance com- 
missioner, is approximately $61,000.” 
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OREGON 


State OF OREGON DEPARTMENT OF INSURANCE, 
Salem, February 28, 1956. 
Mr. KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, Association of Better Busi- 
ness Bureaus, Inc., Chicago Better Business Bureau, Chicago, Ill. 


Dear Mr. BaRNaArRD: Your inquiry of February 24 presents quite a problem 
as we are uninformed as to the reasons for this inquiry. If this inquiry has 
gone forth to the commissioners of the 48 States and the District of Columbia, 
you will receive almost as many different answers as you receive replies. The 
replies will be based upon the laws in the individual States and the business 
practices in the individual States, none of which can be applied in every State 
or marketing area. 

By the admission of at least one company misclassification of automobiles has 
occurred in some of the jurisdictions in which the company operates. To my 
knowledge such misclassification has not occurred in the State of Oregon. Under 
the Oregon laws an automobile dealer or finance company must furnish to the 
buyer or borrower a copy of his insurance contract and he must set forth on 
the contract as a separate item the amount of the insurance premium. The buyer 
or borrower has knowledge of his insurance costs and he is free to compare 
these costs with costs of other companies and compare his policy and his rate 
classification with the filings of the companies. 

In some States insurance is permitted to be lumped with other charges and 
there is no identifiable charge for insurance, and as long as the total charges are 
not in violation of the statutes the seller or lender can dispose of these funds 
in any manner he sees fit, including the purchasing of insurance which would 
inure both to their benefit and to the benefit of the borrower. It is the theory 
in some States that any overpayment of premium in such a case would be 
returned to the seller or lender, if it were paid out of funds which he could 
rightly claim as his own as a result of a given transaction. 

The action taken by the National Association of Insurance Commissioners was 
to the effect that any company which made overcharges for insurance on financed 
automobiles would review its records and ascertain the amount of overcharge, 
if any, which had been made of all policyholders of record as of a given date. 
These refunds would be made at the company’s initiative. However, any valid 
claim for an overcharge on a policy not fh force on that given date would be 
honored upon demand upon the company. Because of the magnitude of the 
company’s writings it would not seem practical or economically sound to force 
them to take the initiative in reviewing all of their writings back to the date that 
the classification plan was originally adopted. To my knowledge it was never 
shown that any company willfully and with malice aforethought overcharged 
their policyholders. It has been disclosed that there were certain weaknesses in 
the manner in which some companies were doing business, which permitted their 
agents to misclassify policyholders without permitting the company to make 
adequate checks to determine that their rating formulas were properly applied. 
It appeared that the companies were relying solely on the judgment of their 
agents and not maintaining sufficient checks to determine whether or not the 
agent was taking the trouble to ascertain the proper classification to be applied 
to the policyholders. 

It would be my belief that misclassification occurred primarily where it was 
not required that the borrower be advised of the amount charged for insurance 
and was not furnished a copy of the policy. I have no idea what would be the 
extent of possible overcharges made and I do not believe that it would be possible 
to determine the amount unless every policyholder of a given company was 
personally interviewed by a qualified investigator who was capable of determin- 
ing the truthfulness of the statements made by both the assured and the company. 

As stated in the beginning, we are not aware of any overcharges made in the 
State of Oregon and we attribute this to the fact that the business is highly 
competitive and that the buyer or borrower must be completely informed as to 
his insurance policy. 

Yours very truly, 
Rosert B. Taytor, Insurance Commissioner. 
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PENNSYLVANIA 


COMMONWEALTH OF PENNSYLVANIA, 
INSURANCE DEPARTMENT, 
Harrisburg, February 29, 1956. 
KENNETH BARNARD, 
Chairman, Committee on Installment Contracts, Association of Better 
Business Bureaus, Inc., Chicago, Ill. 

Dear Mr. Barnarp. Receipt is acknowledged of your letter, dated February 
24, 1956, regarding improper classification of automobile insurance risks. 

In order that you may have a general picture of the action already taken by 
Francis R. Smith, insurance commissioner of the Commonwealth of Pennsyl- 
vania, on this problem, I enclose a copy of Commissioner Smith’s letter of 
December 27, 1955, addressed to George J. Margraff, president of the Pennsyl- 
vania Association of Insurance Agents. This letter is already a matter of 
public information. 

With respect to the nine specific questions asked in your letter of February 24, 
we find that most of the matters covered by your inquiries is not a matter of 
public record, and we feel that we are not in a position to comment upon the 
same at this time. As we see the picture, the problem is one to be approached 
and determined by each State on the basis of its own laws. 

In Pennsylvania we are continuing our study into the entire situation in the 
best interests of Pennsylvania policyholders, and as you can see from the 
enclosed letter to Mr. Margraff, we are keeping abreast of the problem, 

I hope the above information will be helpful to you. 

Very truly yours, 
JOHN A. SKELTON, General Counsel. 


DECEMBER 27, 1955. 
GEORGE J. MARGRAFF, 
President, Pennsylvania Association of Insurance Agents, Philadelphia, 
Pa. 


DeEAR Mr. MARGRAFF: Receipt is acknowledged of your letter of December 12, 
1955, concerning improper classification of automobile insurance risks. You 
will recall that this problem was discussed in my office one afternoon prior to 
the evening meeting of your association’s executive committee in Harrisburg in 
November of this year. At that discussion your association was represented 
by your counsel, Huette Dowling, Esq.; your secretary-manager, Frank D. 
Moses; and yourself. Your group expressed the thought that from that date 
forward all future classification of such automobile risks should be consistent 
with the rates which had been filed by the insurance companies. There was 
no disagreement on that point, and I then pointed out that this department 
had already taken the position that one insurance company which was being 
examined by examiners of this department as well as other insurance depart- 
ments, should go back beyond the present date and notify its policyholders 
that there may have been a misclassification and that they might be entitled 
to refunds of part of the premium. 

Prior to that meeting, I had already taken the stand, contrary to the atti- 
tude of some of the other insurance commissioners, that notice to policyholders 
should not be limited to policies issued since January 1, 1955, as suggested by 
the company concerned, but should extend back beyond that date. I took the 
further position that refunds of excessive premiums should be made in Penn- 
sylvania, not to the finance companies, who had loaned money on the security 
of the purchased automobiles, but directly to the policyholder purchasers who 
had paid the premiums. 

Since our last discussion of this matter, I have attended the midwinter meet- 
ing of our National Association of Insurance Commissioners at New York City 
during the week of November 28. At such meeting I conferred with other 
insurance commissioners and with the officers of the company referred to 
above. At my insistence the company agreed to notify by direct mail all policy- 
holders whose policies were in force on June 30, 1955. The average term of 
such policies is 18 months, so that at least all policies issued since January 1, 
1954, will receive such direct notice. It will not be necessary to notify policy- 
holders whose policies were issued since June 30, 1955, because the company 
instituted a new system of obtaining information from applicants beginning 
July 1, 1955, so that it is reasonable to expect proper classifications from that 
day forward. 
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As you know, the rate classification in question has been in effect in Pen- 
sylvania since 1950. However, as a practical matter it is not possible for the 
insurance company involved to give direct notice to all policyholders since 
1950, for the reason that the company’s records for that period of time no 
longer show the addresses of the policyholders. I have agreed with the com- 
pany’s officers that some form of press release or newspaper notification, sub- 
ject to my approval, will be made in an attempt to notify such older policy- 
holders that there may have been an improper classification and that they 
may be entitled to premium refunds. Such added step was not proposed by the 
company nor by any other insurance commissioner, but was made part of the 
program in Pennsylvania at my insistence. 

Early in December I conferred with officials of another insurance company 
which had a similar refund problem. At such conference I again insisted that 
such company gave the same direct notice to policyholders who held policies 
in force on June 30, 1955, and that prior policyholders be given some form of 
notice by newspaper publication or press release. 

This department will appreciate receiving from your association any infor- 
mation which has been developed by your members regarding this problem. 
With respect to spotchecks or investigations of all companies writing such 
insurance in Pennsylvania since 1950, you can appreciate the difficulty of mak- 
ing an extensive and thorough investigation in view of the limited personnel 
of this department. You may be assured, however, that we are doing every- 
thing within our power to attempt to develop any premium refunds to which 
they may be entitled. 


Very truly yours, 
Francois R. Smira, 
Insurance Commissioner. 


COMMONWEATH OF PENNSYLVANIA, 
INSURANCE DEPARTMENT, 
Harrisburg, May 3, 1956. 
Mr. Attan BE. BACKMAN, 
Executive Vice President, National Better Business Bureau, Inc., 
New York, N.Y. 

Deak Mr. BACKMAN: The various statements which you have read in the 
trade press concerning refunds to certain policyholders of automobile insur- 
ance policies due to misclassification of ratings comes about by reason of a 
situation which has more or less included several States in addition to Penn- 
sylvania. The fact that Pennsylvania was involved, and in keeping with the 
responsibilities of this department in representing policyholders of this Com- 
monwealth, it was natural for the trade press to conclude that this department 
would make every effort to obtain refunds, if any, for those affected thereby. 

We regret that there were no press releases or other public statements issued 
by the commissioner of this department in connection with the above subject. 
By the same token, we have adopted a policy in this department of not disclos- 
ing the names of the insurance companies involved by reason of the fact that 
the investigation in the entire field had not been concluded and it was expected 
that other companies wou'd be found to have engaged in the same error. 

We trust that you will appreciate the position of this department regarding 
the subject matter. 


Respectfully yours, 
THOMAS R. BALABAN, 


Deputy Insurance Commissioner. 


; RHODE ISLAND 

No reply to questionnaire. 

The Journal of Commerce for February 1, 1957, quoted Insurance Commissioner 
George A. Bisson as announcing that, “A year-long probe of the bilking of Rhode 
Island car owners by overcharging them for collision insurance has resulted in 
refunds of $25,563 to about 850 policyholders.” He said only 5 firms were in- 
volved and that his investigation is better than 95 percent complete. The article 
stated further that the probe covered policies issued back to August 1954, the 
date the classification system for collision insurance went into effect in Rhode 
Island. 
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SoutrH CAROLINA 

No reply. 

SoutH DAKOTA 

No reply. 

TENNESSEE 

No reply to questionnaire. 

Following are excerpts from the September—October 1956 bulletin of the Better 
Business Bureau of Memphis: 

“On September 26, better business bureaus from coast to coast issued simul- 
taneous releases publicizing a National Better Business Bureaus bulletin ex- 
posing an automobile insurance scandal of nationwide scope. 

“The day after the release date, Insurance Commissioner Arch E. Northington, 
in Nashville, told a bureau representative that of the 6 insurance companies 
named in the National Better Business Bureaus bulletin, only 1, Service Fire 
Insurance Co., an affiliate of Universal CIT Credit Corp., had been found to be 
misclassifying policies. 

“5,000 LETTERS—794 REPLIES 


“Commissioner Northington reported that following an investigation by his 
department last year, Service Fire Insurance had been ordered to review every 
policy they had sold since June 1955 and to refund all the money their customers 
had been overcharged. The Memphis Better Business Bureau was informed 
that the company sent out some 5,000 letters and, on the basis of 794 replies 
received, had refunded some $22,000 in premium overcharges. 

“Commissioner Northington said he felt the firm was not “trying to be crooked” 
but simply was negligent in determining exemptions to which automobile owners 
were entitled. 

“OTHER COMPANIES NOT INVOLVED 


“According to Commissioner Northington, three of the other companies named 
in the national bureau bulletin had been subjected to a thorough investigation 
in 1955 by his department, but only Service Fire was found to be engaging in 
the practice on an extensive scale. Industrial Insurance Co., an affiliate of 
American Installment Credit Corp., and Marathon Insurance Co., an affiliate of 

-acifie Finance Corp., were not doing business in Tennessee at the time of the 
insurance department’s investigation. Cavalier Insurance Co. and Calver Fire 
Insurance Co., both affiliates of Commercial Credit Corp., and Emmco Insurance 
Co., an affiliate of Associates Discount Corp., were not found to be misclassifying 
insurance policies. 

“On December 29, 1955, the Tennessee Department of Insurance and Banking 
issued departmental regulation No. 25, which was approved as to legality by 
the attorney general January 3, 1956. This regulation makes it mandatory that 
purchasers of motor vehicles financed under an installment sales contract be 
furnished, at the time the contract is consummated, with a properly executed 
copy of a record of the transaction in which must be incorporated the following 
minimum requirements: 

“1. Cash selling price (including sales tax and extra equipment). 

“2. Downpayment: Cash. 

“3. Trade-in allowance. 

“4. Total downpayment. 

“5. Unpaid balance of cash price. 

“6. Total finance charge and insurance premium for which credit is 
extended (type of insurance, class for which charged, etc., must be speci- 
fied). 

“7. Deferred (time) balance. 

ug Purchaser must indicate whether or not fire, theft, or collision insur- 
ance is carried on trade-in car. 

“9, If so, purchaser indicates whether he desires insurance transferred 
without penalty to the car being purchased. 

“10. If no trade-in is involved, purchaser must indicate his desire that 
the seller arrange the insurance described above. Otherwise, purchaser is 
to furnish name of agent through whom the insurance will be acquired. 

“The regulation requires that the purchaser must be furnished policies on 
each coverage provided in the purchase within 25 days from the date of sale. 
Under the provisions of section 56-1205 of the Tennessee Code Annotated, failure 
to comply can result in fines of up to $5,000 for each separate violation.” 
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TEXAS 


The State where the overcharges were first detected, Texas has furnished the 
better business bureaus and the public with full details as to its findings and the 
corrective action taken as reported in my main statement to which this exhibit 
is attached. 

UTAH 

No reply. 

VIRGINIA 


COMMONWEALTH OF VIRGINIA, 
STATE CORPORATION COMMISSION, 
BUREAU OF INSURANCE, 
Richmond, March 2, 1956. 
Mr. KENNETH BARNARD, 
President, Chicago Better Business Bureau, 
Chicago, Ill. 

Dear Mr. BARNARD: We have your letter of February 24, in which you pro- 
pound nine questions dealing with a recent resolution adopted by the National 
Association of Insurance Commissioners. Although you do not specifically iden- 
tify the resolution, the tenor of your questions indicate that they concern an 
insurance company which allegedly overcharged purchasers of automobile colli- 
Sion insurance. 

The alleged overcharges, as we understand it, arose from improper classi- 
fications of insureds. The State of Virginia investigated this situation as it might 
apply to residents of this State; but inasmuch as Virginia was, until February 1, 
1956, one of the few States in which premiums for automobile collision insurance 
was not predicated upon the age of the insured, it was concluded that residents 
of this State were not affected by the practices of the company. For this reason 
Wwe would suggest that you direct your questions to the appropriate insurance 
official of a jurisdiction where automobile collision rates are predicated upon the 
age of the insured. 

Very truly yours, 
THOMAS ID, JONES, Jr., 
Deputy Commissioner of Insurance. 


WASHINGTON 

No reply to questionnaire. 

The Better Business Bureau of Seattle interviewed Insurance Commissioner 
William A. Sullivan on September 5, 1956, and was advised that he insisted that 
a refund be made to every policyholder who had been wrongly classified. He 
said that a total of $4,742.01 was refunded to policyholders who are residents 
of the State of Washington by Service Fire Insurance Co. He said that there 
were no newspaper releases and that he was very much opposed to giving this 
matter publicity. 

A subsequent inquiry from the Better Business Bureau of Spokane elicited the 
reply reproduced below : 

STATE OF WASHINGTON, 
OFFICE OF INSURANCE COMMISSIONER, 
Olympia, January 7, 1957. 
Mrs. MArte M. FERRELL, 
Manager, the Better Business Bureau of Spokane, Inc., 
Spokane, Wash. 


Dear Mrs FerrELL: This will acknowledge receipt of your letter of December 
28, 1956, and a bulletin issued by the National Better Business Bureau, Inc., 
in connection with private passenger automobile collision insurance finance ac- 
counts. 

First of all, may I state that this office is fully aware of the abuses outlined in 
the bulletin, and we submit the following for your records: 

The subject of installment contracts was taken up at the National Association 
of Insurance Commissioners’ annual meeting in 1955. The practices in this con- 
nection were fully aired, and in December 1955, at the semiannual meeting, the 
insurance commissioners passed a resolution affecting insurance on financed auto- 
mobiles and the abuses that existed in overpayments by misclassification of col- 
lision coverage. Commissioner Sullivan was fully in accord with the resolution, 
and an investigation was made of insurance companies admitted in the State of 
Washington writing this type of business. We found that the only company 
involved in misclassification was the Service Fire Insurance Co., of New York, 
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and they were promptly requested to send questionnaires to all of their insureds 
in this State for the purpose of determining whether or not the insured had been 
overcharged by means of misclassification. 

Questionnaires were mailed in January of 1955, and we have subsequently re- 
ceived a report from the company, dated July 20, 1956, announcing that 1,376 
questionnaires were mailed, 262 reports were received, 151 accounts required 
premium adjustment, with the final result of $4,742.01 being returned to the 
policyholders in the State of Washington. Further adjustments have been made, 
in small amounts, since this report. 

Frankly, we know of no other company operation in the State of Washington 
that was, or is, indulging in misclassification, and if you or your bureau have 
any information to the contrary, we would appreciate your so advising us. 

Yours very truly, 
WILLIAM A. SULLIVAN, 
By W. D. YERKES, 
Rate Supervisor. 
WEST VIRGINIA 
No reply. 
WISCONSIN 
No reply to questionnaire. 
THE STATE OF WISCONSIN, 
DEPARTMENT OF INSURANCE, 
Madison, August 29, 1956. 
Subject: Financed private passenger automobile collision insurance. 
Mr. RICHARD JORDAN, 
General Manager, Better Business Bureau of Milwaukee, 
Milwaukee, Wis. 

Dear Mr. JoRDAN: We have reviewed our files and do not find that the Asso- 
ciation of Better Business Bureaus has requested information in reference to 
the problem in caption. The December 1, 1955, resolution unanimously adopted 
by the National Association of Insurance Commissioners referred essentially to 
the proposal of one company for correcting incorrect premium charges due to 
errors in the classification of drivers which had occurred prior to July 1, 1955. 
The misclassifications were the result of the general use of an application form 
which did not clearly establish whether or not an occasional young driver was 
to be covered by the policy. New application forms and procedures, designed to 
prevent such previous classification uncertainty, were installed on July 1, 1955. 

The company primarily involved in this controversy screened their Wisconsin 
policies and in January of this year mailed questionnaires to 4,257 policyholders 
who may have been susceptible to incorrect classification. The company just 
recently reported that 742 of the questionnaires were returned and 344 required 
premium adjustment totaling $8,508.07. To the best of our knowledge, this 
previous condition does not now exist in Wisconsin. 

I would like to point out that insurance companies domiciled in Wisconsin 
are subject to somewhat more stringent periodic examinations by this depart- 
ment in respect to compliance with filed rates than that required by the NAIC. 
We do, however, because of the countrywide scope of the problem, have to depend 
on each insurance department to examine their own domestic companies for 
compliance with rate filings. In the event of an association examination of an 
insurance company of another State, an examiner from one of the States in 
our NAIC zone 4 would represent our interests at the examination. 

I trust that this will satisfactorily answer your inquiry, and please write again 
if we can be of further assistance. 

Very truly yours, 
PAUL J. ROGAN, 
Commissioner of Insurance. 
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WYOMING 


STATE OF WYOMING, 
INSURANCE AND INHERITANCE TAX DEPARTMENT, 
Cheyenne, February 29, 1956. 
Mr. KENNETH BARNARD, 
President, Chicago Better Business Bureau, Inc., 
Chicago, Ill. 


Dear Mr. Barnarp: This will acknowledge receipt of your letter of Febru- 
ary 24. 

It occurs to me that the questions which you ask in your letter could more 
properly be answered by an official of the National Association of Insurance 
Commissioners. Since I am not such an official, I hesitate to give an interpreta- 
tion of the resolution to which you refer. 

It is my opinion, however, that the conditions referred to in the resolution 
prevail in the State of Wyoming, but are in the process of being corrected at this 
time. 

Sincerely, 
Forp S. Tart, Insurance Commissioner. 


Mr. Bussy. What sort of reply did you get from California ? 

Mr. Backman. Well, there was no reply to the original question- 
naire. However, since that time the insurance department has had 
some correspondence with some local Better Business Bureaus in Cali- 
fornia, and has said that the problem of overcharging did not exist in 
California. 

This, for example, is a letter which was written on March 2, 1956, by 
Mr. J. H. Prickett. 

Senator Monroney. What is his title, sir? 

Mr. Backman, Acting chief of the rate regulation division of Cali- 
fornia Insurance Department, to the Long Beach Better Business 
Bureau. 

He says: 


Your letter of February 9, after some delay, was received by this department, 
and referred to this division. It is probably an overworked statement to say 
that California is different from other States. However, it does apply both to 
insurance rate regulation and to the writing of automobile insurance in connec- 
tion with finance business. The rate regulatory law which was effective January 
1, 1948, encourages competition, while providing that rates shall not be excessive, 
inadequate, or unfairly discriminatory. Rating organizations and companies are 
required to make and use insurance rates under standards established and written 
in the law. Though filing or approval of rates is not provided for, regulation is 
enforced by means of investigation, complaint, and hearings, as well as by exam- 
ination of the rating practices not only of rating bureaus but of insurance com- 
panies as well. This combination of regulation, freedom from restrictive re- 
quirements of filing and approval, and the encouragement of competition under 
the California rating law, has served to provide a reasonable market for automo- 
bile insurance in this State. 

The problems now arising in other jurisdictions concerning automobile insur- 
ance overcharges and other questionable practices detrimental to persons buying 
automobiles on installment contracts, insofar as insurance is concerned, were 
recognized in California 15 years ago. Asa result of investigation by this depart- 
ment the State legislature in 1941 added section 383.5 to the California insurance 
code for the purpose of controlling insurance transactions in connection with 
motor vehicle finance contracts. Pursuant to the authority of that section, the 
insurance commissioner adopted comprehensive rules governing the transaction of 
such insurance. This ruling was originally effected in November 1941 and has 
been more recently incorporated into the California Administrative Code as 
article 3, subchapter (1), of chapter 3, title 10. 

We cannot say that the statute and the rules of themselves immediately elim- 
inated insurance overcharges, and other improper practices, but vigorous enforce- 
ment of the regulations by this department has been of proven value in keeping 
such inimical practices to a minimum in this State. Those complaints we have 
received have been occasional individual matters rather than an indication of a 
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widespread concerted practice. It may be that you have had some individual 
complaints. If so they should be investigated by this department. We will be 
pleased to consider any matters you may bring to our attention, and you may, if 
you wish, report them to District Representative R. O. Lonaberry, at our San 
Diego office. 

Mr. Bussy. That is signed 

Mr. Backman. Signed by Mr. Prickett. 

Mr. Bussy. The substance of that letter, then, would be that they did 
not have classification in California ? 

Mr. Backman. No; I would say that they have classification, but 
there has been no overcharging, that is the way I would interpret 
the letter. 

Mr. Bussy. For the purpose of the record I wanted to show accord- 
ing to our information California adopted classes I and II in the 
fourth month of 1950, and classes I, II, and III in the ninth month 
of 1953. 

Senator Monroney. That last figure would be the 30-percent dif- 
ferential ? 

Mr. Bussy. September 1953, was when they initiated the I, IT, and 
III classes providing for a 35-percent differential in classes I and II. 
We also have correspondence from Calvert Fire Insurance Co. showing 
that $44,995.30 was repaid to persons misclassified in California. 

In your opinion, does this repayment by this one company indicate 
or square with the letter that you received from California? 

Mr. Backman. No, sir; I would say that the fact that that repay- 
ment was made would indicate that the information given by the Cali- 
fornia Insurance Department was completely erroneous. 

Mr. Bussy. This is on $692 million worth of premiums collected in 
California, in only 1 vear, 1954. 

I am sorry, that 1s $692,000 worth of premiums, and the number 
of reclassifications by that one company, Calvert, was 3,259. Other 
companies that you have indicated were involved in misclassification, 
namely: Emmco, Service Fire, and Industrial, have not, according to 
our records, made any reclassification in California. 

What, in your correspondence there, was your reply from Oregon ? 
You may just summarize it, if you remember it well enough. 

Mr. Backman. Allright, sir. Well, we had quite a long letter, sir, 
from Robert B. Taylor, insurance commissioner, but he said: 





We are not aware of any overcharges made in the State of Oregon, and we 
attribute this to the fact that the business is highly competitive, and the buyer 
or borrower must be completely informed as to his insurance policy. 

Mr. Bussy. Again from submissions from the company, the Calvert 
Fire Insurance Co., the records indicate that $9,503.86 was refunded 
there to 574 persons. In your opinion, does that square with the letter 
that you have received from that commissioner ? 

Mr. Backman. No, sir. 

Mr. Bussy. What about your Tennessee situation? What was the 
reply from Tennessee ? 

Mr. Backman. Tennessee said that Service Fire had made some 
refunds. 

Mr. Buspy. Did it say that no other company was found to be 
misclassified ? 

Mr. Backman. It did, and they specifically said that Calvert—just 
one moment, sir. 
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Commissioner Worthington told a Memphis Bureau of the six com- 

anies named in our bulletin only one, Service Fire, had been found to 

be misclassifying policies, and it said that Calvert, Cavalier, and 
Emmco were not found to be misclassifying insurance policies. 

Senator Monronry. That would not necessarily mean that they 
didn’t write there, but that they just found everything in perfect 
order, as far as their policies in the State were concerned ? 

Mr. Backman. Those three companies did do business in Tennessee. 

Mr. Bussy. According to our records submitted by Calvert Insur- 
ance Co., $41,081.69 was refunded to 1,280 policyholders in Tennessee. 
Would that square with the letter which you received ? 

Mr. Backman. It is at complete variance with the information 
which they gave to the Memphis bureau, and which the Memphis 
bureau published in a bulletin. 

Mr. Bussy. Have you noticed any correlation between the amount 
of publicity given in the various States to misclassification and the 
amounts refunded in your careful 12 months’ study of this problem ? 

Mr. Backman. Generally speaking, we have found that where the 
insurance department has publicized this thing vigorously there has 
been a higher percentage of refunds, a proportionately higher per- 
centage of refunds, than where it has been kept secret. 

Mr. Buspy. Been kept secret—your feeling is that it has been kept 
secret / 

Mr. Backman. Yes, sir. 

Mr. Bussy. By whom? 

Mr. Backman. By the insurance departments, some of them. 

Mr. Bussy. For what reason ? 

Mr. Backman. I go along with Mr. Barnard’s explanation. I think 
probably they were a little bit ashamed of what. had taken place, felt 
that it reflected on them, and they weren’t anxious to have the facts 
disclosed. 

Mr. Bussy. What is your opinion of whether or not there are 
further refunds due at this time to misclassified policyholders? 

Mr. Backman. Well, I am satisfied that there are many additional 
refunds due. 

Mr. Bussy. You are from New York, Mr. Backman ? 

Mr. Backman. My office isin New York. 

Mr. Busry. What contact did you or your office have with the New 
York commissioner ? 

Mr. Backman. We had quite a lot. I might say that New York 
did not reply to the questionnaire. I later wrote a letter to Mr. 
Holz 

Mr. Bussy. Who is Mr. Holz, please ? 

Mr. Backman. Mr. Holz is the New York State superintendent of 
insurance. 

Mr. Buspsy. At the present time? 

Mr. Backman. Yes—seeking the names of insurance companies in- 
volved or any press releases or other public statements they have 
made, 

Mr. Bussy. What date was this letter ? 

Mr. Backman. The reply which I am going to read from was 
dated May 7, 1956, haiad by William Gould, chief of the property 
bureau. It says: 
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Superintendent Holz asked me to answer your letter of April 26 treating on 
the question of premium overcharges relating to misclassification by certain 
insurers of automobile physical damage policy covering financed cars. In your 
letter you requested copies of any press releases or public statements which 
the Department may have issued or caused to be issued in such connection. 
The simple fact is that no such press releases have emanated from this Depart- 
ment, nor did we cause to be issued any public statement treating with that 
matter. 


Investigation by this department developed the fact that some insurers, 
because of the lack of proper rating data, assigned certain risks to classifica- 
tions with higher prominence. Prompt.action was undertaken by us to the end 
that, one, immediate corrective procedures would be incorporated in each case 
to prevent recurrence of such misclassification, and, two, a program of refunds 
patterned after a plan approved by the NAIC at its midwinter meeting held in 
this city in December 1955 would be instituted in each case. 

It appearing to our satisfaction that the insurers involved have already 
instituted corrective procedures as above and, further, that they are presently 
engaged in the completion of refunding programs along the lines approved by 
the NAIC, the disclosure of identities at this time would not be appropriate. 

Mr. Bussy. Well, let me get that straight. What was his last sen- 
tence there, and why didn’t he want to disclose the names? 

Mr. Backman. He said, because the companies had instituted the 
corrective procedures to prevent further misclassification and because 
they were engaged in completing refunding programs under the 
NAIC resolution, for those two reasons. 

Mr. Bussy. How long after the Texas disclosures was this letter 
written ? 

Mr. Backman. I guess since it first came about it was 3 years, 
wasn’t it? 

Mr. Barnarp. I would think so. 

Mr. Bussy. Had the New York department known about this for 
3 years ¢ 

Mr. Backman. Well, they had certainly known about it since the 
time when the investigation of Service Fire took place in New York, 
which was in the early part of 1955. 

Mr. Bussy. In your opinion, did the New York Insurance Depart- 
ment attempt, to use your words, to keep this secret ? 

Mr. Backman. They did a pretty good job of keeping it secret, 
until 

Mr. Bussy. Until what date? 

Mr. Backman. January 24, 1957. 

Mr. Bussy. This last January? 

Mr. Backman. When they sent out a statment about the thing, 
naming no names, but giving some facts. 

Mr. Bussy. Is there any significance to the time at. which they did 
issue that statement? 

Mr. Backman. Well, I understand that statement was issued at 
about the time it became known that your committee was looking into 
this matter. 

Mr. Bussy. Did you have any other contact with the New York 
department, personally or otherwise? 

Mr. Backman. I don’t think so, sir. 

Mr. Bussy. Well, unless you remember it, I don’t want you to go 
back into your files. 

Mr. Backman. We had earlier been in touch with them to get a 
copy of this NAIC resolution. I know that. We got the resolution 
from them. 
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Mr. Konter. Chairman Monroney has inserted into the record the 
totals of refunds that the staff has been able to obtain from the limited 
information that the companies have furnished us. If you will recall, 
the figure was somewhere over $5 million. 

I wanted to ask you if you would, please, sir, to comment on that 
figure, whether or not in your opinion you thought it was possibly 
too low, because I believe you mentioned and testified to the fact that 
possibly $25 million was a conservative estimate of the amount of 
moneys that were due policyholders. Therefore, it would appear to 
me that there is a hiatus of $20 million that possibly is due at this 
time to policyholders throughout the States. 

Is my figure low ? 

Mr. Backman. Well, I don’t think that $5 million by any means rep- 
resents all of the money that was taken in overcharges. 

My earlier statement about the $25 million was not my own estimate, 
but the estimate of insurance experts who themselves looked into this 
thing. 

Mr. Kouter. It does leave a difference, though—— 

Mr. Backman. There is a difference of $20 million between that 
estimate anc! what has been done. 

Mr. Konzier. I wanted to ask one further question, or a line of ques- 
tions in regard to the Illinois situation that has just come to the atten- 
tion of the : ‘aff. 

I understood, Mr. Barnard, that. you mentioned that the Tlinois 
commissioner has told you he won’t go back beyond 1953 in his figures 
in Illinois. 

Mr. Barnarp. That is what he told me. 

Mr. Konter. Would that indicate to you, sir, that there are refunds 
boven 1953 due policyholders that he will not attempt to secure for 
them ! 

Mr. Barnarp. He told me last Friday he had no plans to go beyond 
that date. When I asked him why, he said, well, nobody else had done 
that, and I told him that that just was not valid. 

Mr. Konter. Thank you, sir. 

Senator Monronry. Would not the whole thing be rather simplified 
by States if from these various companies we could get the relative 
percentages of the preferred and the higher risk policies, class I and 
class II, State by State, for the years in, say, 1951 through 1956? 

In other words, would that not then show, to some degree at least, 
whatever variance there might be from the national averages in these 
two classes as to the relationships in other States ? 

Mr. Backman. Yes; it would show that, sir. 

Senator Monroney. That is information we had tried to get— 
which is not bulky or voluminous, or would not require vast store- 
houses to keep the records in—but we have been unable to get those 
State by State as to the companies that have gone about these refunds. 

It would seem to me that that information should be forthcoming 
if they are going to be able to justify the claim that no money is 
owed in California or Oregon or some of the other States, where the 
refunds have been extremely low in relationship to other States. 

Mr. Backman. I would think so, sir. 

Senator Monroney. One further question: Whatever money re- 
sulted from this misclassification and overcharging would have gone 
to the insurance companies, themselves ; would it not ? 
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Mr. Backman. Yes. 

Senator Monronry. There was no automobile dealer or person 
issuing the policy at the local level that would profit from this trans- 
action / 

Mr. Backman. Well, I don’t know. I don’t have any evidence. 

Senator Monronry. Well, it was a part of the general insurance 
charge, and I would presume that even though the fault might have 
occurred at the financing level at the local automobile dealer that still 
the money resulting from the overcharge would have gone not to him 
but to the insurance company on the risk, since they evidently carried 
these as class I] risks. 

Mr. Backman. Well, in Massachusetts they said they had charts 
which instructed dealers in effect to charge the higher rate unless 
somebody asked for the lower rate. Whether any inducement was 
offered to the dealers to do that, or whether they would have any 
reason to do it without an inducement, I don’t know. 

Mr. Buspy. The staff study has shown that although the dealer 
may get a normal percentage for writing the policy as in the case 
of GM dealers—they act as agents—that the misclassification and 
the profits due to misclassification are not returned to the dealer, as 
far as we have been able to determine. 

Mr. Konter. I would like to ask one further question, if I could, 
please : 

Do you know, sir, in your exhaustive study, if these refunds that 
were made to the policyholders ever in your information included 
interest charges over the years? 

Mr. Backman. I know of no case where there were any interest 
charges refunded. 

Senator Monroney. On those States where they required an affi- 
davit, was there any restitution on the cost of the affidavit which a 
policyholder was required to sign ? 

Mr. Backman. I don’t know of any such case. I think Mr. Bar- 
nard, though, might. 

Mr. Barnarp. I understand that it was required in some States, 
and I may be mistaken, but I think it was Massachusetts, I am not 
certain. 

Senator Monroney. I understand that we will have Commissioner 
Humphreys of the State of Massachusetts here tomorrow, and he 
can give us some greater detail on that. 

If there are no further questions, we want to thank you gentlemen 
for taking the time and trouble to give us the benefit of your pro- 
longed study of this matter. 

The committee will recess until 10 o’clock tomorrow morning at 
which time we will have Mr. John L. O’Brien, director of the Akron 
Better Business Bureau, who will testify on other finance abuses, and 
Commissioner of Insurance Joseph M. Humphreys, of Boston, Mass. 

If we have time, we will hear from Mr. Albert Jordan, Superin- 
tendent of Insurance for the District of Columbia, and from Mr. 
Leonard 8. McCarthy, chairman, of the Better Business Bureau for 
Washington, D.C. 

The committee will now stand in recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 12:40 p. m., the subcommittee adjourned.) 
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TUESDAY, MARCH 19, 1957 


Unrrep States Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SvuscoMMITTre oN AvUTOMOBILE Marketine Practices, 
Washington, D. C. 

The subcommittee met at 10 a. m., in room G-16, the Capitol, Wash- 

7 D. C., Senator A. S. Mike Monroney, chairman, presiding. 

enator Monroney. The Committee on Automobile Marketing will 
resume its hearings into automobile finance practices and related mat- 
ters involving insurance overcharges. 

As those of you who were here yesterday know, the committee heard 
testimony from the better-business bureau regarding their yearlong 
study as to the extent of the overcharges. There have been allega- 
tions that these overcharges must have been deliberately instituted 
and known by the insurance companies, and of the failure to take 
steps to see that all of the overcharges were properly returned to those 
from whom they had been collected, the automobile buyers. 

Today we have Mr. John L. O’Brien, president of the Better Busi- 
ness Bureau of Akron, Ohio, and a member of the Association of 
Better Business Bureaus committee on installment contracts. 

Mr. O’Brien, we appreciate having the advantage of your long 
experience in this study on automobile financing, and any of the abuses 
that occur in that field that you have run onto, and we are happy te 
have you proceed in your own way. 

Would you state your name? 

Mr. O’Brien. I am John L. O’Brien. 

Senator Monronry. Do you solemnly swear that the testimony you 
are about to give in this hearing will be the truth, the whole truth 
and nothing but the truth, so help you God ? 

Mr. O’Brien. I do. 

Senator Monroney. Thank you very much. 


TESTIMONY OF JOHN L. 0’BRIEN, PRESIDENT, BETTER BUSINESS 
BUREAU OF AKRON, OHIO 


Mr. O’Brien. I have been asked to discuss the ramifications of the 
pack in some automobile time-payment contracts, and to report in 
particular the results of a survey in this field made by the Associ- 
ation of Better Business Bureaus in December of 1956 to which some 
45 better-business bureaus in as many cities have replied. It is my 
understanding that your committee’s interest in this matter is 
prompted by the relationship which the packing of time-payment 
contracts bears to the topic of misclassification of automobile collision 
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insurance as a means of gouging innocent and unsuspecting members 
of the public. 

At the outset, I think I should make it very clear that the better- 
business bureaus are extremely sympathetic to the problems of the 
Nation’s automobile dealers and to the many reputable financial in- 
stitutions which over the years have made it possible for the people 
of America to enjoy the pleasures of driving automobiles during the 
months over which they are paying for them through regular install- 
ments rather than forcing them to lay out the full amounts. of cold 
cash before taking delivery. 

Shortly after World War I, when the concept of selling auto- 
mobiles to a mass market of persons with small but regular incomes 
through the medium of the installment contract was introduced, in 
effect a revolution was brought about which put America on wheels. 
Of course, some safeguards had to be set up as financial institutions 
gingerly approached the idea of risking money on so mobile a thing 
as an auto, which might be either a hopeless wreck or in the next State 
by the time next month’s payment was due. 

The first. time-payment contracts were what were known as “re- 
course paper,” which meant that the financial institution would buy 
the customer’s note and mortgage for the automobile from the auto- 
mobile dealer who had negotiated it, but, not being certain of the cus- 
tomer’s continuing ability to pay, would insist on a clause in the 
agreement in which the dealer agreed to buy back at an agreed-upon 

rice the customer’s note in case that ability to pay did fall short. 
an as substantial dealers proved to their financial institu- 
tions that the class of customers whom they attracted were good 
credit risks and did pay off their obligations, the finance firms set up 
amounts in each individual dealer’s account known as reserves. 
These, over a period of a year, built a cushion against the bad risks 
which the ae had to buy back. If at the end of the year there 
was still an amount remaining in a dealer’s reserve account, this was 
paid to him by the finance firm as a sort of bonus. 

After the automobile industry and its financial partner had strug- 
gled through the maelstrom of depression in the 1930’s, and things 
were on a sounder footing, more and more finance firms esa more 
and more auto dealers what was termed “nonrecourse” paper. These 
were customers’ notes and mortgages which the companies bought 
from the dealers on which the finance firm assumed the entire col- 
lection risk, not expecting the dealer to buy it back. However, by 
this time the custom of the reserve account had been so firmly fixed 
that it remained, and dealers began to enjoy regular, rather healthy 
bonuses from finance firms at the end of their year’s operation. Then 
began a period of cutthroat competition between various finance firms 
in their efforts to encourage automobile dealers to turn a majority of 
their financial business in their particular direction, and they offered 
ever-increasing percentages of the total amount of the contracts as 
reserves. 

Most finance firms prepared rate charts showing the amount of 
monthly payments which would be required to pay off a given unpaid 
balance over a period of months as a means of assisting the dealer in 
figuring a customer’s obligation easily and quickly. Customarily, 
these companies also provided the dealers with several rate charts 
which carried increasingly higher rates which were supposed to be 
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based on the amount of risk which the company and/or the dealer 
would be assuming in the case of progressively older cars which, be- 
cause of the greater risk, would command a higher rate. 

Actually, persons who think they are paying 6 or 8 percent interest 
are really paying simple interest rates of nearly twice that, or 12 to 16 
percent under some State laws, for in these financial transactions they 
do not have the full amount of the money for the entire period of time 
for which they are charged. 

For instance, in California, which reports no packing of time con- 
tracts, no violation of its law, it actually has a legal maximum rate of 
$12 per hunderd dollars of automobile money finance per year which 
in effect becomes 24 percent simple interest. 

Persons with poor credit were also supposed to pay a higher rate 
to cover the companies’ probable losses. Some charts included in- 
surance coverage, some did not, but seldom could the purchaser tell 
what he was getting. . Very often as we shall see later, a multiplicity 
of such rate charts were provided the dealer, and he could simply 
select whichever one best suited his needs or the gullibility of his 
customer, and use it to convince the customer that his total obligation 
should be exactly what the printed chart called for—a sort of game 
of “dealer’s choice,” as it were. In such cases, by prearrangement 
in the fringe group of unscrupulous auto dealers and unscrupulous 
finance companies, the company would agree to buy from the dealer at 
the prearranged discount rate whatever customer time paper he chose 
to sell and rebate to the dealer any amount over the preagreed upon 
discount rate. This became known as the pack. 

While there was some reasonable justification for the establishment 
of dealer reserve in the early days for mutual protection, when these 
reserves began to become excessive and to be used as a competitive tool 
by finance companies in order to gain more and more auto dealer 
business and spiraled up into the unconscionable mulcting of the pub- 
lic through the easily hidden and confusing techniques of the pack, it 
was high time that something be done. 

Responsible business firms, the thousands of reputable automobile 
dealers and financial institutions who were being unwillingly caught 
in this quagmire began a long battle spearheaded by their better busi- 
ness bureaus to seek ways of eliminating the pack through public 
education, exposure of the culprits, group standards of business con- 
duct, and many other ways. 

Finally, the attention of the Government was directed to this prob- 
lem and now I believe that some 15 States, plus the District of Colum- 
bia, have laws which regulate auto finance practices to a greater or 
lesser degree. Furthermore, the Federal Trade Commission has 
adopted rules with reference to auto financing that deal with these 
problems as they appear in interstate commerce. For the record, I 
think I should read to you a list of the States in which some degree 
of State control now exists. 

They are: California, Colorado, Connecticut, Indiana, Maine, Mary- 
land, Massachusetts, Michigan, New Jersey, New York, Nevada, Ohio, 
Pennsylvania, Utah, Wisconsin, and the District of Columbia. 

These laws vary vastly from State to State, some of course being 
more effective than others. Pennsylvania has one of the model stat- 
utes in this field. New York in recent months has just reenacted new 
legislation to effect greater control where its former law apparently 
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had fallen short. However, as I come from Ohio and I am most 
familiar with the operation of the Ohio law controlling retail install- 
ment sales contracts which has been effective since 1949, I will use it 
as sort of a yardstick to compare our current experiences in Ohio to 
those prior to enactment of this law and likewise to compare the re- 

rts which our better business bureau survey shows are the conditions 
in other States, particularly in those where no State control is being 
exerted. 

Now, for the results of our December survey of 45 better business 
bureau cities. A list of those cities is attached to this statement as 
appendix A for your information. 

(The exhibit referred to is as follows :) 

The following is a list of the bureaus who responded to the December 1956 


survey on the packing of automobile time contracts, indicating that they had 
a problem in their city: 


Akron Detroit Omaha 
Atlanta El Paso Philadelphia 
Bakersfield Hartford Pittsburgh 
Baltimore Indianapolis Rochester 
Baton Rouge Las Vegas St. Louis 
Boston Lincoln San Diego 
Buffalo Long Beach San Francisco 
Binghampton Los Angeles Santa Barbara 
Beloit Louisville Seattle 
Chicago Memphis Shreveport 
Cincinnati Miami Beach Spokane 
Cleveland Milwaukee Toledo 
Columbus, Ohio Minneapolis Tulsa 

Dallas New Orleans Washington 
Denver Oklahoma City Wichita 


However, I want also to make clear the fact that simply because some 
better business bureau cities did not respond to this survey or are 
not included in this list does not mean that they do not have a prob- 
lem in auto time payment contract packing. Some may not have had 
time to respond, many are undoubtedly preoccupied with other prob- 
lems, and some replies arrived too late for purposes of this tabulation. 
In any event, the examples we have from the 45 responding we believe 
are highly significant and indicate the breadth of the spread of this 
problem across the Nation. We shall discuss 6 areas of misunder- 
standing, deception, and possible fraud which our better business 
bureaus report to be particularly acute at this time. 

The No. 1 problem is the signing of blank contracts in which the 
unwary or uninformed customer being verbally assured that his 
monthly payment or time contract will call for certain monthly pay- 
ments a receives the completed contract which he has signed in 
blank, filled out in amount far higher than he had originally been 
quoted. Twenty-eight cities of the Nation report that as their most 
serious problem. . 

No. 2 is the misleading offer of “no downpayment” usually in adver- 
tising wherein the customer is led to believe he need agree only to 
sign a contract for a specified number of even monthly payments. 
Almost invariably this is untrue as the customer is compelled to make 
an additional side loan and mortgage additional properties such as his 
furniture, and so forth. This problem was reported in 22 cities. 

Reported by 12 cities are the prepayment abuses wherein the cus- 
tomer thinking he has a loan governed by the laws of interest plans 
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sear OS fOKen To inciuee G person, persons, corporation, 
, executors, administrator:, successors and assigns, and shail inure to the 
, administrators, and successors and any owner hereof. 
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be binding 
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THIS ASSIGNMENT MUST BE EXECUTED BY DEALER 


Date 


For valve received, the undersigned does hereby sell, assign, 
transfer and set over unto instaloan, inc., all the right, title 
and Interest of the undersigned in and to the within mortgage, 
hereby granting full power to the said assignee, either in the 
assignee's own name or in the name of the undersigned, to 
take all such legal or other proceedings as undersigned might 
have taken, save for this assignment. The undersigned does 
hereby warrant that the within mortgage and the Note secured 
thereby are genuine and in all respects what they purport to 
be and that the cash payment indicated in said mortgage has 
been received and/or that the allowance given for the trade-in 
is the amount stipulated in the mortgage; that all statements 
of fact therein contained are true; that the within mortgage 


and the note secured thereby comply in every respect with the : 


Ohio retall instaliment sales act; that at the time of the execu- 
tion of the mortgage the undersigned had good title te the said 
Car and good right to transfer title thereto; that all parties to 
the foregoing instrument have capacity to contract and that the 
‘undersigqed has no knowledge of any facts which impair the 
validity @r valve of either the said Note or the within mori- 
gage and that the lien of the within mortgage has been or 
will be, forthwith properly noted in the favor of Instaloan, inc., 
on the Certificate of Title evidencing the title to the Car 
doscribed in the within mortgage. 


‘Signature of Seller (Mortgages) 


ci il lcd teat ceca acess 
(Signature of Owner, Partner, Officer and Title) 
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Pay to the order of instalean, Iné., Without 
recourse on us or any of us. 


(Name of Dealer) 


(Signature of Owner, Partner or Officer) 


Pay to the order of Instaloan, Inc., with full 
recourse. The Undersigned agrees that the holder 
hereof may extend the time of payment, or com- 
pound or release any rights against the maker(s). 
Each undersigned authorizes any attorney of law to 
appear before any Court of Record, State or 
Federal, in the United States of America, after the 
above indebtedness becomes due by acceleration or 
otherwise, to admit the maturity hereof, to waive 
the issuance and service of process and confess a 
judgment against the undersigned or any one or 
more of them In favor of the holder hereof for the 
cmount then appearing due, together with costs of 
suit, and thereupon to waive all errors and all 
rights of appeal and stay of execution. This warrant 
of attorney is a joint and several warrant of 
attorney. 


(Name of Endorser) 


(Signature of Owner, Partner or Officer) 
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AUTOMOBILE MARKETING PRACTICES 89 


to pay his contract in advance of the final due date, finds many months 
rior to the due date that he will receive only a distressingly few dol- 
ars off the total amount of the note even though he doesn’t have the 
full use of the money for all of the months for which he had contracted 
and agreed to pay. 

Fourth is in the area of balloon notes in which 10 cities report dis- 
tress among unsuspecting customers who have agreed to make a cer- 
tain number of regular payments of a reasonable amount each month, 
and who are witeoti surprised and dumbfounded to find at the end of 
the 12, 18, or 24 months that they owe an additional payment of many 
—- of dollars, which must be refinanced for another period of 
months, 

Reported by 9 cities is the repossession racket now practiced among 
only the very lowest fringe of unscrupulous auto dealers wherein the 
customer’s car is picked up for default of payment, sold, often to a 
dummy representing the dealer, who in turn sells the car for a much 
higher amount, while the customer is credited for only the modest 
price for which the dealer has sold the car to himself. ‘The customer 
1s then, of course, held responsible for what is called a deficiency judg- 
ment and required to pay out the balance of his note with no car and no 

uity. 

TTied for fifth place with 9 cities reporting is the evil of the multiple- 
rate chart, still probably the most vicious of the malpractices in auto 
financing packing. This becomes increasingly more difficult to get at 
as the pack is driven underground and those dealers who would oper- 
ate unscrupulously hold their cars ever closer to their chests. 

As I have said, the single greatest source of abuse and packing in 
time-payment contracts results from the signing of notes and mort- 
gages in blank by unsuspecting customers. Of course, in most States 
this practice is not legal, and nowhere is it morally condoned, yet the 
very complexity of these instruments is such that it is a very simple 
thing to persuade a customer to “take the car now” and let the “office 
staff” catch up with the paperwork later on. Let us for a moment 
examine one of these instruments that is executed in a time-payment 
sale such as is in common use in Ohio today. 

May I set this here for the purposes of illustration ? 

(The material referred to faces this page.) 

Senator Monroney. Yes. 

Mr. O’Brien. This is a chattel mortgage bearing a negotiable prom- 
issory note. This very complex instrument, and this is only the face 
of it, provides for all of the details of the transaction, the cash price 
of the car, the extra equipment, the sales price, and all of these various 
documents, when the payment is due, everything, including insurance. 

However, this is the thing the dealer usually says, let’s not bother 
with this right now, our folks are out to lunch, or it is too late at night, 
the finance company isn’t open at night, you just sign here and sign 
here. 

Now, this document is printed in particularly fine print, about a 
printer’s 4-point type, clear across the page, with lengths of lines 
which the human eye does not normally follow clearly. Any student 
of optometry will tell you that the normal eye movement in an 814-inch 
piece of paper is 12 stops. This is about 22 stops, which means your 
eye is fatigued in reading this. 
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Whether or not this is a part of the legal scheme to defraud here, 
I do not say. Nevertheless, it exists. It is, in common legal parlance, 
the fine print. 

Senator Monronry. This is extra fine, I will say. I have seen a lot 
of fine print in my time, but this is extra fine. I think you would have 
to have a double set of magnifying glasses. Particularly the length of 
the sentences across the page makes it almost impossible for the eye 
to see or the mind to discern. 

Mr. O’Brien. I wonder if I could take a deep breath and attempt 
to read one of those sentences. 

Senator Monroney. Yes. 

Mr. O’Brien. This is a promissory note, and here is what you agree 
to, although you don’t know, and if you are my age you haven’t been 
able to read the thing, your eyes have gotten to where they don’t 
follow these lines 

Senator Monroney. Yours is magnified. Can you read this one? 

Mr. O’Brien. We had one of the young ladies transcribe this for us: 

In event of any default in the payment of any of the principal or interest when 
the same becomes due and/or in the stipulations of the chattel mortgage secur- 
ing this note. then this note shall immediately become due at the option of the 
holder hereof without demand or notice. The undersigned and endorsers hereby 


waive the presentment demand for payment, notice of protest, and notice of non- 
payment of this note. 





I guess that means they don’t care what happens. I am not quite 
sure. 


The undersigned authorizes any attorney at law to appear before any court 
of record, State or Federal, in the United States of America, after the above 
indebtedness becomes due by acceleration or otherwise to admit maturity hereof 
to waive the issuance and execution of this, to waive judgment against the un- 
dersigned or any one or more of them in favor of the holder hereof for the 
amount then appearing due, together with the cost of suit thereon, waive all 
errors and rights of appeal and stay of execution and warrant of attorneys, 
joint and several warrant of attorney. 

Senator Monroney. In other words, he waives any and all rights 
including the rights to have his own attorney, and agrees to have the 
finance company attorney represent him in any law, confess judgment, 
and admit any deficiency or anything else that may be due; is that 
correct ? 

Mr. O’Brren. That is my understanding of it, sir. That is the 
unhappy understanding of many purchasers of cars in our State and 
I am sure many other States. 

Senator Monroney. Where did you get that? Is that a form 
used by any of the major finance c ompanies ? 

Mr. O’Brien. That is a common form in use in Ohio. About a 
year ago I went to every major finance company operating in our 
community and I asked them for this just for the purpose of our own 
local comparison. They refused me. They wouldn’t give them to 
me. 

This is one used by a local finance company which, nevertheless, is 
a standardized promissory note and mortgage form in use in Ohio. 
The exact language may vary slightly, but it is in effect the one that 
is in use. 

That is what the customer signs on the face of his note and mort- 
gage. 


oe 
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But on the face of it he has also agreed to everything that:is on 
the back. 

May I try to read some of this? Of course, he admits to the pro- 
visions on the back that he has already provided for the authorizing 
of the confession of judgment. He also provides in this area here, 
and I can’t pick it out, where, if he hasn’t bought insurance on his 
own, he authorizes the holder of the mortgage to buy insurance, charge 
it against him, make out the insurance in favor of the holder of the 
mortgage, and collect first claims on any kind of insurance damage or 
claim that may be underneath there. The language I say I don’t 
want to try to pick out here, but it is underscored and it is in my 
statement. 

Then some other interesting parts here, what you agree to permit 
this man who holds your mortgage on your automobile to do to you: 
In the event the mortgagee— 


that is the fellow that holds the mortgage— 


shall at any time deem this mortgage, the note, or the car unsafe or unsecure, 
the note and indebtedness evidenced thereby, at the mortgagee’s option— 


that is whether he wants to or not— 


shall immediately become due and payable without demand or notice, where- 
upon the mortgagor— 


that is me who owns the car, I think, or is trying to buy the car— 


agrees upon demand to deliver the car to the mortgagee, and the mortgagee may 
without notice or demand, with or without aid of legal process, make use of 
such force as may be necessary to enter upon, with or without breaking into the 
premises where the car may be found and take possession thereof, acting as 
custodian thereof of anything found thereon not covered in this lien or mort- 
gage and for that purpose may pursue the car wherever the same may be 
found without liability for trespass or damage caused hereby to the mort- 
gagor. 

Upon taking possession the mortgagee may remove the car and sell and dispose 
of same, according to law, at such time as the mortgagee may deem possible, at 
public auction or private sale, at the option of the mortgagee without demand, 
notice, or advertisement, same being hereby exclusively waived, at which sale, 
if public, the mortgagee may purchase the car and at any such sale either 
public or private shall be conclusively deemed to be a proper sale. 

Out of the money arising from such sale the mortgagee shall first pay off all 
liens, if any, prior mortgage— 


and so forth and so on. 
Now, look at one more thing that happens to personal property. 
Mortgagor— 

that is me who is trying to buy the car— 


further agrees to give notice by registered mail to the mortgagee within 24 
hours after repossession, if the mortgagor claims any articles not covered by 
this mortgage were contained in or on the car at the time of repossession, and 
agrees that failure to do so shall be a waiver of and a bar to any subsequent 
claim therefor. Mortgagor also agrees that waiver of any of the conditions and 
covenants in the note of this mortgage shall not constitute a waiver of future 
breaches or defaults of this mortgage. 

Well, now, in one instance that came to our attention, a mechanic, 
a working man, a fellow who required a lot of tools, had about $500, 
his whole means of livelihood, in a tool kit ina car. He didn’t know 
about registered mail. He knew a lot about machinery. When his 
car was repossessed, 2 or 3 days later when he got over the shock of 
losing the car he realized his tools were in the trunk, and he called 
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up the firm that repossessed it, he said “I am sorry, we are not 
responsible for anything in the car, you can search it if you like,” 
and, of course, by that time they were gone. Not only the man’s car 
and his equity, were gone, but his means of livelihood he had accumu- 
lated over a period of years were gone, because he possibly couldn’t 
read this. 

Senator Monroney. He had waived anything found in the car on 
the back page of the mortgage. 

Mr. O’Brien. That is right. 

Senator Monroney. He has waived claim against trespass for break- 
ing into his garage without legal action. You don’t have to get a 
constable or anything to serve a notice of foreclosure. 

Mr. O’Brien. That is right. 

Senator Monroney. He has waived all of that. He has also waived 
the fact that any time the holder of the mortgage feels that his debt 
is in danger—although the payments may be met, can he then proceed 
to repossess the car ? 

Mr. O’Brien. That is my understanding, and the manner in which 
I have seen it interpreted in some courts. 

Senator Monroney. As you have read it? 

Mr. O’Brien. Yes, sir. 

Senator Monroney. And, furthermore, he agrees to a private or 
public sale, either by bid or by negotiation, which would allow the 
owner of the automobile paper to bid it in at any price that he wishes 
to pay, and then get a deficiency judgment because the price that he 
perhaps bid or one of his associates bid for the car was not sufficient 
to pay the debt which had then existed on the car? 

Mr. O’Brien. Exactly right. 

May I read you a specific instance from Oklahoma City ? 

Senator Monroney. Yes. 

Mr. O’Brien. This is from the Better Business Bureau of Oklahoma 
City, under date of December 27, 1956, written to our association 
office in response to our inquiry. 

The complainant told us the following story over the phone. He was asked 
to write us the details, but instead he consulted an attorney who filed suit for 
recovery of the car on the grounds that there was no foreclosure sale as re- 
quired by law. The customer admitted to being 60 days overdue in his monthly 
payments. He tendered 1 month payment which was refused. Demand was 
made on him for the keys to his car. Not being sure of his rights, he surrendered 
his keys. He was notified that the car would be auctioned for the balance due; 
at the time and place of the sale no one showed up. The dealer thereupon 
declared the car had been sold for a hundred dollars, it was then placed back 
on the lot and priced for sale at $500, and the former purchaser was advised he 
still owed approximately twice as much as the amount due on the car at the 
time it was repossessed. This case has not come to trial. 

I would like to read just one more sentence here, if I may, because 
the final sentence says: 

Except as herein provided the mortgagor shall remain in the continual quiet 
and peaceful possession of the car. 

Senator Monronry. Let me ask, in the upper part of the bigger 
type, that separates the cost of the car with the appliances and extras 
and sales tax, so you get a lump-sum amount. 

Mr. O’Brien. This breaks every item down, including documentary 
fees, principal balance owing, finance charges including a service 
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charge, the insurance as specified here. Now, that, I think, is not 
common in States where there is no law 

Senator Monroney. Ohio has a State law requiring probably some 
of these things to be done, but does the insurance figure break down 
to show whether you are buying life insurance and providing you are 
not going to get hit by a bicycle in Rome, and a lot of other things 
packed in, or is that an extreme case ? 

Mr. O’Brien. It is lumped in, it just says collision and/or fire and 
theft. It isn’t broken down to the degree that I think many of us 
would like to see it. 

Senator Monroney. It says collision and/or fire and theft, so that. 

art of the insurance is all that would be shown on that? 

Mr. O’Brien. That is right. 

Senator Monronry. The rest would be carried where? 

Mr. O’Brien. Well, in Ohio, you are required as a mortgagee hold- 
ing a document of this sort to within 29 days send a statement of 
what insurance coverage you may have placed on the vehicle, and 
that breaks down and shows everything, including the class of colli- 
sion insurance under which you are covered. 

Senator Monronry. That is sent to the Ohio State Insurance Com- 
mission by the maker of the car note? 

Mr. O’Brien. I don’t know that it is sent to the Ohio State com- 
mission, but the commission requires that it be sent to the purchaser. 

Senator Monroney. It would make a lot of difference if it were sent 
to the purchaser and/or the insurance commission, because we have 
been trying pretty hard to get a breakdown. 

Mr. O’Brien. I am sure it would make it real interesting. I don’t 
think it is a requirement. I don’t know whether or not it has been 
brought before the commission in Ohio on that basis. 

Well, please understand I don’t presume to say whether or not 
this document is a proper thing, or improper, or anything. I merely 
point out this is the complex instrument which we ordinary folks, and 
1 include myself, are asked to sign in blank by this real nice fellow 
who has arranged all of the deal to sell us a car. 

Now, part of the way in which that is done is through what is 
known as a dealer’s worksheet, and I have here one on which I have 
set up a part example. This is a new car order form that is in use. 
This is a blanket-type form that is printed up by various associations 
and organizations. It can be purchased probably at a stationary store. 
New or used car, and it specifies the name of a dealer. This is an 
actual Boston case, by the way, in Boston, Mass., and I have it later 
on in the testimony. 

The XYZ Motors and the purchaser is John Doe. I have filled this 
out just in about the way the customer gets it at the time of his 
purchase. This is a 1950 Maxwell, for the sake of conversation, which 
he is going to buy for $1,100. He has accessories in the amount of $62. 
His State sales tax in round figures is $33. He is agreeing to buy this 
car, he thinks, at $1,195. He is trading in an old car for which $350 
is allowed—and that to the customer today is one of the single most 
important things he does, getting the longest trade-in he does on his 
used car, because there is where he thinks he is outsmarting the auto 
dealer, $350 for his trade-in jalopy—$50 cash on delivery, which 
makes a total down payment of $400, leaving a balance of $795. 

91018—57—pt. 1——7 
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Now, that document is pushed under his nose to sign, the little form 

you have plus a sheaf of papers like this for his title and transfer, his 
icense transfer, his power of attorney, which means that the certifi- 

cate of title may be sworn to in an affidavit in his absence, and three 
copies of the mortgage which are all signed in the original. 

We have even had some dealers in our State who as a kind of in- 
surance for themselves have you sign two original mortgages, just for 
protection they say, and some of those who are now in jail discounted 
them to two different finance companies, but I say those fellows are 
few and far between, the risk is so great. 

But these are the things you are asked to sign in about this manner, 
just right down the line, and those are some of the reasons why this 
thing is confusing. 

Anyway, John Doe has signed this here, he thinks he bought a car. 
He wants only fire and theft insurance. He probably doesn’t read, 
“This order not binding until accepted by dealer,” but salesman Sam 
Jones signs it here. Salesman is the offering agent. I don’t know 
that we ordinary folks know what an offering agent is. We think he 
is an agent of the dealer. Technically, legally, he is not. The dealer 
has to sign for acceptance down here. 

In 18 years I have never seen one of these slips signed by a dealer 
or officer of an automobile corporation. It is always by a sales- 
man. The order is then binding on the customer but the dealer says, 
“We made a mistake on your trade-in,” or a mistake on this. The mis- 
take always ends up a greater expense to the customer. 

Let us suppose there has been no mistake and the deal finally goes 
through; he gets his fire and theft and apparently some collision in- 
surance. His total time balance, then, the financing and insurance 
charges are lumped here, and the total amount is $405, so he owes a 
total of $1,200 for a period of 24 months, as I recall, 24 payments 
of $50, and he thought he owed $795 plus some incidental finance and 
insurance charges. Well, maybe they are incidental, but not in the 
mind of this customer until he gets this thing, usually on the 29th 
day, completely filled out, tomorrow the payment is due. He doesn’t 
have much time to go to the dealer and say this is all wrong. The 
dealer says, “It is in the hands of the finance company.” They say, 
“T can’t control it, talk to the dealer.” By the time he is shuttled back 
and forth the payment is due and he better pay it or some of these 
provisions are brought to bear. 

Forgive me for extemporizing, sir. 

Senator Monroney. That is all right. 

Mr. O’Brien. Well, now we have—I don’t mean to represent the 
State of Ohio with this law as a perfect situation, because people 
apparently in getting into a new car or a used car, that is newer to 
them than the one they are trading, are hypnotized. The only thing 
that means anything to them is the bright, shiny vehicle, let us get in 
and get out, and they will sign almost anything, as did this young lady 
in Akron who thought she owed $60 a month for 30 months, a total of 
$1,800, is what she thought she owed on this slip here. When she 
got a copy back she found she had agreed to pay $71 a month for 30 
months, a total of $2,130, or $330 more than she originally thought 
her car was going to cost her, spread over a period of 21% years. 
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T have jumped around. 

Baltimore reports a citizen who woke up one morning to find 
stuffed in his mailbox a notice advising him that he owed $1,800 on 
what he thought was going to be a $1,000 balance, and in another Balti- 
more instance the price of the automobile was simply raised $400 
above the orally agreed upon price. 

In Boston, the customer purchased a used car for $1,195, demonstrate 
car order, received a trade-in allowance of $350 on his old car, and paid 
a $50 cash payment, leaving a balance of $795. Twenty-nine days 
later, the day before the first payment was due, he received a notice 
from a finance company telling him that his total obligation was $50 
a month for 24 months, or $1,200. 

We have explained that situation. 

In Buffalo, an ordinary citizen complained to the better business 
bureau that he’d been told by a dealer that his payments would be 
$47 or $48 a month. The coupon book from the Fnancial institution 
called for $79.14 a month, the contract had simply been filled in 
after he had signed it. 

In another Buffalo instance, the customer understood his payments 
were to be $64 a month and the payment book he ultimately re- 
ceived called for $105 a month. He found, with the assistance of 
the better business bureau, a chink in the dealer’s armor, and a re- 
fund of $1,740 was made to the customer. Unfortunately, such 
happy endings are few. 

f course, many of these small monthly payments which the cus- 
tomers think are all they will be obligated to pay when they sign 
up in blank are often really only wishful thinking on their part, en- 
couraged by the salesman who wants to make a deal. We have seen 
many cases where the salesman simply figures the financing on the 
price of the car alone, and fails to tell the customer that it is a practice 
of his firm to add on and charge for the various kinds of insurance 
which will be required. This accounts for many of the differences, 
but it doesn’t make the customers any happier. 

Cleveland reports customers bumped in monthly payments from an 
understood $65 to a written demand of $96, and another with par- 
tially filled out papers showing $55, which were later transposed into 
payments of $70 a month. Note here again, that the customer un- 
fortunately is only concerned with the amount of his monthly pay- 
ments, not the total amount of his obligation. 

But so the sad story goes in city after city where unsuspecting 
customers, one after another, despite the best protection the laws 
may have to offer, hastily or unwarily sign papers in blank on the 
verbal and smiling assurances of some stranger whose affability 
becomes a flint-eyed granite when the victim returns to complain. 

Perhaps we can summarize this best with a report of an account 
from the December 24, 1956, issue of Automotive News which re- 
ported the case of Raymond Lawson, age 24, who purchased a 
car from Jack Allison, 50, a salesman for the Big Tree Motors, Inc., 
in Pittsburgh, Pa. Lawson said he was told his payments would be 
$46 a month, but that his payment book called for $61 a month. He 
went to the company’s office to insist on a correction. In the dispute 
that followed Lawson pulled a gun and shot the salesman, Allison, 
between the eyes, killing him. 
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In this terrible case the ultimate tragedy was brought to a climax, 
but I can tell you as a better business bureau operator who has for 
many te been on the firing line I have often seen the look in the 
eyes of the customers which, if impulse were to be followed, would 
end in the same tragic result of murder. 

Sometimes these padded blank contracts are the result of juggling 
to overcome misleading “no downpayment” advertising, which is 
No. 2 on the blacklist of cities reporting in the survey. This takes 
two forms. One in which the dealer raises the price of the car he 
is selling with the knowledge of the customer, and shows a fictitious 
downpayment as a credit against this account in order to qualify for 
the finance company’s downpayment term requirements. In this, 
in effect, the customer often without realizing the full import of his 
act is conspiring with the dealer to defraud the finance company by 
filling a fictitious statement of ability to pay. 

I don’t think any finance company has ever been unknowingly de- 
frauded by such an act, but tnalentaaiie they are. 

If the customer doesn’t lose in the actual figure juggling in such a 
case he at the very least is required to pay a higher finance rate as a 
result of the degree of risk which the company incurs by accepting 
his note. The second and possibly more common method of trapping 
a victim with the no-downpayment myth is by compelling him to make 
an additional side loan—known in some areas as a Micky Mouse— 
from a personal- or small-loan company which will require additional 
security such as a mortgage on his furniture, etc. This money is 
simply turned over as a downpayment to the dealer who then places 
the balance of the deal with his own finance company at whatever 
the finance charge may be plus whatever padding the unscrupulous 
dealer may Saag sble to squeeze into it, thus leaving the customer 
with two accounts with payment and interest, or service charges, 
that must be met monthly out of his regular income. The fact is 
that the person whose ability to pay can qualify him for no-down- 
payment credit simply doesn’t need it, and probably wouldn’t use 
it 


In a typical case in Boston, where a $950 car was involved, the 
salesman for the dealer steered the customer to a small-loan com- 
pany where he borrowed $434.27 on an interest-bearing note—now 
that is different from these finance notes we are talking about, an 
interest-bearing note is where you only pay for the use of the money 
for the actual time you have it, and I ion that is governed in most 
States; we will get to that later. This man then signed blank finance 
papers for the balance. His payments for both notes on this $950 
car came to a total cost of $1,369.40. 

The pattern of this case in Boston is repeated in better business 
bureau files all the way across the country to San Francisco where, 
as have other bureaus, they have been successful with the help of 
leading dealers in effecting volunteer curbs against the abuse. 

No-down payment offers usually appear as an advertising practice 
which leads to unsound financing arrangements either through the 
side notes as described, or sometimes through balloon notes, a par- 
ticularly vicious if relatively infrequent practice which has been re- 
ported by 10 of our cities. In this practice, again effected often 
through the medium of the blank contract, the customer signs up for 
what he thinks is a reasonable number of modest payments, say 12 
to 18, at $50 a month, but the final payment at the end of the period 
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may be $500, $1,000, or $1,500, which staggering amount must then be 
refinanced for another period of time. 

Atlanta, Boston, Cleveland, El Paso, Louisville, Memphis, Mil- 
waukee, Omaha, and Washington report wrestling with this one. 

Cleveland gives us an example of this. This is the balloon note, 
I might say 1t is provided for on this chattel mortgage form which 
says details of unequal monthly payments. Well, who is going to pay 
any attention to that when they are going to get a brand new car? 

Cleveland balloon note, time balance on car, $2,543.64, payable in 
11 payments of $50 and 1 payment of $1,993. 
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Senator Monroney. That is what some of these gyp advertisements 
mean, buy a car, $50 a month for 30 months; is that right? 

Mr. O’Brien. Well, yes, 30 months or forever. 

ne Monroney. But they forget to mention the $1,993 at the 
end ¢ 

Mr. O’Brien. Well, now, this particular man in Cleveland paid 13 
payments of $50, or a total of $650. Then he refinanced this balance, 
and the new note was $2,517.30, only $30 less than the original obliga- 
tion he incurred. That amounted to, and we had some slide rule and 
comptometer experts, I don’t presume to be one, they said that 
amounts to about 49 percent interest. 

Senator Monroney. And if he hadn’t refinanced at that higher in- 
terest in that particular case he could have lost his car and been sub- 
jected to a deficiency judgment that would have run about how 
much ? 

Mr. O’Brren. Well, you add some court costs on to that, and towing 
charges, and fixing the man who repaired his garage door, by the time 
they got through the cost of the sale they might have sold the car for 
a couple hundred dollars and he would have been obliged to pay 
pretty close to the total amount for nothing. 

Senator Monroney. He would have lost his car and there would 
have been a deficiency judgment against him. 

Now, if someone had guided him into a reputable financial institu- 
tion, such as a bank or nationally known institution, he could have 
taken care of that ? 

How do they get loose of this once they get hooked on ? 

Mr. O’Brien. He is hooked to begin with. He never should have 
bought this car at this price only being able to make these payments. 

Senator Monroney. A great many cars are bought at that down- 
payment, they usually go more months than that, they have 30 or 36 
months to pay. 

Mr. O’Brien. He simply went way beyond his depth. Now, 
whether or not a bank with additional financing through a mortgage 
on his home, or something, could bail him out of this, I don’t know. 
Evidently his current income was not sufficient to make payments of 
about $150 a month, which he should have been making on this price 
car. 

He, like many of us, dived into deeper water than he should have. 
Now, how he is going to get out, I don’t know, he will have to struggle 
and struggle until he pays this balance off. He can sell the equity 
in his car, which probably isn’t more than six or seven hundred dol- 
lars, but he still will have a lot of money to pay the finance company 
which has already paid off the dealer. The money just has to be paid. 
He was a victim of self-hypnosis. 

Senator Monroney. But he has no protection, and most of the State 
laws do not provide it. Usury doesn’t thrive on carrying charges to 
installment payments. 

Mr. O’Brien. No, sir. We will get to that a little later. 

Actually, balloon notes are avoided by most finance companies for 
they are invariably an extremely on risk as the purchaser has rela- 
tively little equity in the car he is buying. However, they still present 
a rich, if risky, field for the avaricious few who are willing to prey 
so unfairly upon the unsuspecting. 
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High on the list of public abuse brought about by the evils of 
packing are the tiny amounts which industrious auto buyers who 
wish to pay their contracts in advance have rebated to them as a 
result of their efforts. I am reluctant to keep bombarding you with 
examples, with a multitude of figures, but I know of no other way to 
illustrate the magnitude of this evil. 

For instance, in Baton Rouge, La.—now, because I mention a city 
or State don’t think I am picking on them. This thing is being 
driven further and further underground. It is hard to get hold of the 
finance papers or charts. Here in Baton Rouge a man owed on his 
ear $1,730. Thirty-six months of insurance cost him $229.32. His 
finance charge was $488.68 or a total charge of $718, approximately 
18 percent. Not really exorbitant as these things go, it turns out. 
Well, $718 added to his balance was $2,448. Now, he paid this thing 
off in 4 months. He had a windfall, his grandma died, or something, 
anyway he came into some money and decided to pay it off. On the 
$2,448 which he owed, the finance company said you still have to pay 
$2,428, we only refund you $20, about 410 percent interest for the 
use of this amount of money for 4 months, that is 410 percent figure 
out on the annual interest rate for the use of this amount of money. 

Senator Monroney. That wouldn’t include the insurance cost. He 
would have the value of the insurance which belongs to him. 

Mr. O’Brien. The insurance belongs to him, and after some fina- 
gling he got a refund on the insurance, which meant he had no cover- 
age, but it was rather dubious insurance coverage because we don’t 
know what it was. The company in this instance wasn’t required to 
state, so we don’t know what kind of coverage he had. 

Senator Monroney. I see. It was all made out in favor of the 
finance company. 

Mr. O’Brien. That is right. As far as this man from the bayou 
country was concerned it was all cost to him, the insurance didn’t 
mean much to him. 

Now, with the help of the better business bureau he got some assis- 
tance—the company wasn’t going to do it voluntarily. After some 
lengthy consultations they were able to effect a greater adjustment 
of $283, although I do not have the breakdown on the insurance cost 
refunded, short rate I believe it is called. 

Senator Monroney. Some of the States that have laws on finance 
have a fixed charge where the finance account is paid out early. 
Obviously there has to be some penalty charge, because of the book- 
keeping, and the processing, but certainly it discourages the buyer 
from paying off ahead. This damages automobile sales because as 
long as a car is not paid off there is always a chance that a buyer will 
not buy a new one, and, therefore, in the interest of moving more 
automobiles into more consumers’ hands credit for prepayment should 
be given to the buyer. 

Mr. O’Brien. I will touch upon that because we have an instance 
of that in a few moments. 

Another Baton Rouge citizen who financed $834 over a period of 
24 months with a finance charge of $294, or a total cost of $1,128, 
attempted to pay off his note after it had been in effect only 13 days. 
He was offered a rebate of $98. To put it another way, he was 
charged $196 for financing $834 for 13 days, or a rate of nearly 600 
percent, if there was no insurance edairak And on a car this price 
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there very often is nothing but token fire and theft insurance involved. 
The Baton Rouge Better Business Bureau reports that the finance 
company in this instance was very belligerent and finally refused to 
consider an adjustment, simply shrugged its shoulders and said, “This 
is legal.” More aptly, it should be termed a “legal con game,” in 
which the law protects the swindler instead of the swindled. 

I think at this point we should explore the legalistic fiction whereby 
such situations are possible. Generally, we understand that when 
ey borrow money they pay interest for its use and most States 

ave long regulated very rigidly the amounts of interest which could 
be charged on given amounts. This, of course, they have done after 


bitter experiences with the loan sharks, salary buyers, and other such 
evils which were rampant a generation ago. People having learned 
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through long custom simply are prone to assume that when they buy 
an Lotoinabile or other article on time that they are paying interest 
for the use of the money. Legally they are not, the dea er, in effect, 
offers to his customer a cash price for which he will part with the 
article immediately for cash in hand, and a time price for which he 
will spread the cost over a number of months, this differs from the 
cash price by the amount of the finance charge and any additional 
insurance and other costs which may be required in the complex docu- 
ment which we have earlier reviewed. The total amount on this docu- 
ment is the time price and the dealer may simply sell that through 
what the law terms an “innocent third party” at any time upon which 
they may mutually agree. 

Now, I cannot believe as a member of the public who has been look- 
ing at these things for 18 years that there are very many innocent 
third parties in these transactions. The finance companies in these 
situations provide the dealer with the note and mortgage that we have 
reviewed. It generally has the name of the finance company upon it. 
They provide the dealer with various kinds of rate books, and so 
forth, with which to estimate the charges. Very often the finance 
company has already assisted the dealer in purchasing the cars from 
the manufacturer. I cannot therefore believe that by providing the 
dealer with the tools of this scheme, or the tools of this method of 
financing, if it turns out not to be a scheme, they can be considered in 
other than a legalistic financial way innocent purchasers in due course. 
Therefore, when a finance company has bought a customer’s note, and 
mortgage, at the agreed upon discount and the dealer may already 
have included in this note and mortgage a substantial number of dol- 
lars for himself known as “the pack,” there is a relatively small margin 
on which the finance company may operate and an even smaller margin 
after it has set up its books, etc., from which it may give the customer 
a rebate for prepayment of the contract, and as bitter experience has 
shown, where laws do not compel it, few companies finding themselves 
in this situation will give more than just the bare token of this rebate. 

Of course, the misclassification of insurance overcharges reviewed 
in this room yesterday have helped soften some of the blows in what 
the companies had to refund to dealers in finance charges, because they 
had some other kinds of games through insurance contracts through 
which it appears they may not have been entitled. 

In other words, the crux of the unsatisfactory rebate problem is 
simply this: Finance companies cannot give back to their customers 
the pack which they have already paid to their dealers. 

This prepayment sabotage was one of the very first evils which 
most State laws, including the one in Ohio, sought to correct. As a 
matter. of fact, our recent experience in Ohio with the regulated 
prepayment as provided by our law has been such that as a bureau 
operator I was simply amazed to read the multitude of examples of 
the type just cited above which have victimized people in other 
States. 

Ohio has in effect incorporated into its law a formula commonly 
known as “the bankers rule of 78.” This is a formula which is de- 
rived from the digits 1 to 12 added up to their total of 78, and this 
becomes a fractional method whereby refunds may be computed. 
For instance, in a contract where less than 1 month of the service 
charge is consumed, the financial institution may retain 1%, of the 
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total finance charge; in the case of 2 months, 24%., etc. These frac- 
tions have commonly been reduced to a decimal equivalent in tables 
which are in almost uniform use throughout the State at the present 
time. 

I give to you, Senator, a copy of one of these tables, It is a rather 
complex thing. 

Senator Monroney. I believe I have it here. 

(The material referred to is as follows :) 
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Mr. O’Brien. Very well. 

Thus under this formula our Baton Rouge friend above who 
financed the $830 for 24 months at a total cost of $294, or a note of 
$1,128, and paid them off in 13 days for a price of $198 would have 
under Ohio law paid only $24.12 for the 13 days which he had the 
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money as opposed to the $198 as above. Of course, as these contracts 
run for a longer time the rule of 78 does not appear so generous, 
but at least it is a uniform mathematical formula in common use 
administered under the law. 

While we are discussing the Ohio law I must say also that it is to 
my knowledge one of the few States which has not only undertaken 
to limit the maximum amount of finance charge at the rate of $8 per 
$100 of the amount financed plus some additional charges in units of 
25 cents and 50 cents per month for each unit of $50 finance known 
as “service charge,” but Ohio also has undertaken to limit the amount 
of reserve which a finance company may rebate to a dealer. This 
limit has been set at 2 percent of the total amount of the note. 

This has served to force competition under a ceiling and in many 
instances through this competition the rates are lower than the ceil- 
ing for the amount of reserve which the dealer may hope to obtain 
is limited to this 2 percent. And I have a chart illustrating that 
rather graphically. 

Again, we have acquired some charts we will touch on later on from 
the State of Georgia. And we have the charts from Ohio with which 
we are familiar. The Ohio law provides that the top rate you ma 
pay in finance charge is $8 per hundred. That, as we have reviewed, 
is actually a 16 percent simple interest rate. ‘The Ohio law, likewise, 
provides a dealer legal reserve of 2 percent of the gross amount of the 
contract, or about $2 a hundred, that is this gray area here. The 
finance company then operates on the $6 or in this competitive situa- 
tion where this is being charged at a rate of 614, the finance company 
is working on $4.50 per hundred, that is all the finance company gets 
out of this. It pays to the dealer $2 for getting them the business. 

Now, take a hypothetical case in Georgia, because I have no actuality 
other than the rate chart. Assuming a finance company can operate 
as economically in Georgia as it can in Ohio, and they have a $7 dis- 
count rate, if they were paying the $2 normal dealer reserve with 
which we aren’t going to quarrel, they have $5 on which to operate, 
but I will show you a chart later where a dealer can add $163 per 
thousand for his own purposes, to do with as he sees fit. That shows 
what happens where you put a legal limit not only on the finance 
chart but on the reserve. It still brings about competition. 

The dotted line represents the legal possibility. The actual line 
represents the going rate on new cars in Ohio today. On used cars 
it generally goes up to the full 8 percent, or $8. ‘The net effect of 
these provisions of Ohio law, and I am sure that this is true of every 
other effective State law, has been to completely eliminate the simplest 
if most insidious form of the pack, which is the use of a multiplicity 
of complex rate charts with which the dealer, through official and 
confusing-looking charting, can simply bamboozle the customer into 
almost any amount of finance charge which he may choose. I have 
here a time-payment-plan booklet sent to us from Shreveport, La. 
Apparently it was published by the Commercial Credit Co., one of the 
national financial firms for this particular area, and is in use by an 
automobile dealer in that city. It contains certain information about 
how to figure insurance coverages on various kinds of cars, and, as is 
customary, indicates by alphabetical] designation a classification based 
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on the original cost of the car. This in turn is supposed to refer to 
a chart showing the cost of financing such a car for a given number of 
months, which chart is likewise supposed to carry the same alphabeti- 
cal symbol. 

This is Shreveport, La.’s, Commercial Credit chart. I don’t mean 
to single that company out. It is the only one we are able to get the 
book on. Iam sure it is closely allied to some of the other charts. 

Now, a 1956 Buick automobile, model 48-D, the Special 2-door 
sedan, carries insurance symbol “J.” In the complex booklet we 
have, it says to figure out the dollars of finance refer to chart No. J. 
Not one of those charts has a printed figure J. Every one has a long- 
hand pencil figure “J” and there are four of them. One J chart calls 
for 12 payments of $100.05, or $200.60 for the 12 months’ use of a 
thousand dollars, Another chart shows 12 payments of $101.84; an- 
other chart shows 12 payments of $101.90; on the final one has $103.70, 
for a total of $1,244.40; apparently dealer’s choice for $43.80. 
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Now, in another book here, there is the same kind of thing, and there 
are some differentials. It says if you feel the customer is entitled to a 
more favorable insurance rate than class II, or he drives in the rural 
area so he doesn’t run so many risks of collision, or he is this kind of 
risk, or that kind of risk, deduct these amounts from these charts, $25 
a year, or $2 a month, or whatever it is, but note the charts are figured 
on the highest rate, and only if the dealer decides he wants to deduct, 
or remembers to deduct, or is extremely careful about it, need he deduct 
these other things, and, of course, eventually they may get into a prob- 
lem like they are now. 

But the customer isn’t given much of a break. It is entirely in the 
hands of the dealer at that point. 

Senator Monronry. Was that book you were quoting from there, or 
this, for Commercial Credit or Associates Discount? 

Mr. O’Brten. That is Commercial Credit. Associates is from an- 
other State, New York. Commercial Credit is right here. 

Senator Monronery. But both types of charts give you the dif- 
ferential. 

Mr. O’Brten. Oh, yes; that is a rather complete thing and, as I say, 
rather hard to come by. This is for new cars, used cars, very used 
cars, and so on down. 

Likewise, this thing has become so terribly complex in the last 15 
years, because of the multiplicity of insurance rates and the multi- 
plicity of models of cars, and the risks of drivers, that most auto- 
mobile salesmen aren’t really trained to figure out all of the things on 
this chart any more than the customer is. He says, “Well, let’s let the 
folks in the office do it.” 

Fifteen years ago in Cleveland we had all of the finance companies 
and auto dealers file with us, voluntarily, copies of all of their rate 
charts. One company, and I believe it was an associate, filed 11 dif- 
ferent rate charts, but they had no worries about complex insurance 
at that time. You just bought insurance and that was all there was 
to it. 

But with this thing here you have to be really quite a student of 
financial transactions and formulas to understand how to work this 
book, and I think the companies make it in as plain language as they 
can. But, nevertheless, in the hands of an uninformed salesman or a 
careless dealer, or an avaricious dealer, it becomes an instrument of 
torture of the customer’s pocketbook. 

Mr. Bussy. Let me ask one question. They have built into these 
rates class II insurance; is that correct ? 

Mr. O’Brien. I think it is. The highest possible rate is in these 
“J” charts, the highest rate I noticed in the book. 

Then it says in the forepart of the book here, differential deduction 
chart, to be used only for i purchasers entitled to class I, class I-F, 
class II-D, class II—DF, or class III rates. Then there is all of this 
business that you have to figure out what your customer is entitled to. 
Are you a farmer, are you a farmer’s son, do you have a teen-age 
daughter in the house? All of those things must be considered when 
you buy a car on time. 

Mr. Busy. In other words, the charts are figured on the high rate 
of insurance, even though most people are in the lower rate, according 
to statistics that your people brought forth yesterday, and you must 
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make a deduction, a subtraction, from these rates in order to get the 
proper insurance classification ; is that correct ? 

r. O’Brien. That is right. That places the burden on the dealer’s 
conscience ; in case of doubt, let’s give the sucker the high rate. 

Senator Monroney. Even if a dealer writes that, the practice as now 
has been instituted and was in effect at the time that some of these 
companies did overcharge, what few companies who did not, was that 
statistical part of whether this man was entitled to a lower rate was 
sent to the insurance company and if he was entitled to it, he was given 
that by some of these companies ? 

Mr. O’Brien. That is right. 

Senator Monroney. In other words, it didn’t necessarily follow be- 
cause a dealer might have a complex book that he did not—that the 
insurance company still was not responsible for properly classifying 
that insurance risk ? 

Mr. O’Brien. I think it was demonstrated in Mr. Barnard’s and 
Mr. Backman’s testimony yesterday that in several outstanding in- 
stances of auto-finance companies, they were meticulously careful in 
rechecking such items as this with their dealers. If this information 
didn’t show, or if statistically it started to show a curve beyond the 
normal, they questioned the dealer to, in each instance, obtain the 
information as to what insurance status this car purchaser belonged in. 

Now, I believe there has never been any serious question with refer- 
ence to the independent insurance companies who simply wrote insur- 
ance. But this is one of the companies which found itself careless in 
rechecking those statistics and, as a result of that, is in the situation 
which was reviewed yesterday, sir. 

I believe the practice now is to check those things, and yet it is my 
understanding that this book is in current use, so there is a substantial 
burden on the dealer, an additional burden on the finance company 
and its insurance company to recheck back with the customer, if there 
has been any possible carelessness in this computation. 

In Savannah, Ga., auto finance gouging seems to be even more 
primitive, as our better business bureau there has sent us five different 
rate charts prepared by a commercial printing firm in Atlanta. I 
photographed three of these charts. They are prepared by a com- 
mercial printing firm which prepares charts of any kind you like, and 
they are distributed throughout the country, not just Georgia. I 
think the onus is not upon this company. They are just a printing 
company. 
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Passenger car chart, 7-96 
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Passenger car chart, 7-150 
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Passenger car chart, 7-168 
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At the top of each chart is a figure such as 7-96, 7-150, 7-193. I 
have this broken up on this chart. Now I am told by the better busi- 
ness bureau in Savannah, who checked this down, that that “7” is 
the amount of discounts or multiple which the finance company says 
is its factor. In other words, they want $7 for every $100 financed. 
In the case of $1,000, the finance company wants $70. 

Mr. Bussy. That would be 14 percent? 

Mr. O’Brien. Yes; thirteen and seven-eighths, I think; not quite 
14 but close to it. 

Now that $7 per $100 in most States provides amounts for the fi- 
nance company to operate and to pay the dealer an acquisition cost 
or protection known as the reserve. 

I am also told by Savannah that this figure up here—and I chose 
the highest one—163, is approximately the dollar factor which the 
dealer can put into that contract on this chart as his reserve. Now 
that varies from 96 to 150 to 163. It is all over the lot, whatever you 
feel the traffic will bear as a dealer. Out of that amount you can, of 
course, if you wish, buy insurance for your customer. 

But there is nothing in this thing which says insurance is in this 
chart, nothing whatever, and that $163 appears on this yellow section. 
Out of that the dealer can buy this much, this much, or a substantial 
portion. 

Senator Monronry. He doesn’t have to buy any. 

Mr. O’Brien. That is right. In the regulated States, such as 
Ohio, the insurance now becomes part of the unregulated balance 
which the man is going to finance. In other words, the insurance is 
added in before the rate chart is applied. 

Now, here is an Ohio rate of a national finance company in which 
the amount of the contract on $1,000 is $80 per month, or $1,065.60. 
They are charging $65.60 for 12 months’ use, that is a little better 
than $6.50 per $100, and that is in this figure here. 

Now, in that actually is a thing called credit life insurance, and 
I don’t mean to distract the committee on that, but that is if you die 
this pays off your account, and it is very inexpensive insurance, but 
it is figured in this chart here. 
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As far as we can determine, there is nothing figured in this chart 
over here [indicating]. Actually, the finance companies in both cases 
are working on a very closely comparable margin, $7.50 here, $6 here, 
although they are buying the credit life in this one, and the difference 
to the dealer if he so chooses is here [indicating]. 

Of course, the responsible dealer working under this situation will 
say now, my customer better be protected along with me on this insur- 
ance thing, so we will buy him a hundred dollars worth of insurance, 
but there is nowhere in the provision that we can see that he is required 
to do that. 

Senator Monroney. But if we were dealing with some of the na- 
tionally known finance companies, even those that you showed here, 
there would be a company chart instead of this Savannah chart? 

Mr. O’Brien. Yes, sir. 

Senator Monroney. These are perhaps used by those who are deal- 
ing with local or independent finance companies ¢ 

r. O’Brien. Yes; they are used by people dealing with those, and 
I think likewise with the branch offices of some national finance com- 
panies, and I can’t tell you the situation in Savannah, and yet I am 
quite sure that the branch managers in some of these companies, in 
their urge to get business, in their competitive pressures, will say 
“Now, Mr. Dealer, if you don’t like our chart use this one and the $ 
is good enough for us.” 

Senator Monroney. Then the dealer is rebated the difference in the 
note ¢ 
: Mr. O’Brien. Yes, sir. Well, I have contrasted Ohio enough here, 

guess. 

We do have a little chart here where it is only $59.06 in Ohio. I 
will be selling Ohio finance soon, I don’t mean to be. 

In New York State where the new regulatory law just became effec- 
tive, I have a brandnew book filed by another national company. This 
is CIT—which again customarily includes the credit life insurance 
in its charts, but now separates the fire, theft, and deductible insurance 
from its finance charge. The $1,000 shows up for 12 months as 12 
payments of $90.13, or a total note of $1,081.56. 

I have a used-car chart from California. There is a difference in 
the amounts between New York and California. Again, I submit these 
charts for your subsequent studies, sir. 

(Material submitted is on file with the subcommittee. ) 

Well, gentlemen, forgive me if this statement has seemed unduly 
long, but I think from the points which I have made you can agree 
that it has only begun to scratch the surface of the problem of auto- 
finance packing which has certainly been a great national scandal for 
far too long a time. 

I cannot say that the State laws have been cure-alls for the problem, 
for as we have already witnessed in Ohio where a ceiling was put on 
the finance rate and the ceiling on the amount of the reserve which the 
dealer might receive from a finance company, and where through 
another area of Ohio law auto dealers were prohibited from selling 
or collecting commissions on insurance, deep pressures to obtain secret 
rebates have maintained themselves and have shown up in other ways, 
through price padding, through fictitious downpayments, and through 
the reducing of the trade-in allowances which the customer thought he 
was getting. Certainly the system of hidden charges resulting from 
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the misclassification of automobile collision insurance in some of these 
time-payment contracts where it has been so devastatingly uncovered 
in this hearing is simply another manifestation of the pack itself when 
driven underground. 

May I add in passing that when the misclassification scandals were 
uncovered in Ohio, and the superintendent of insurance ordered over 
$100,000 in refunds, another attempt was made at padding insurance 
premiums. This was through the changing of the customary $50 
deductible collision policies to $45 deductible. These while giving 
the car owner a mere $5 of additional protection carried a much higher 
premium than did the $50 deductible. Actually it carried the same 
rate as class II. Happily, our superintendent quickly ruled against 
this new rate, and no one was secretly gouged. 

The better business bureaus, and we believe the responsible auto 
dealers of the Nation, join us in hoping for the elimination of all the 
means for the packing of automobile time contracts. Dealers could 
then sell their merchandise honestly and at realistically competitive 
prices and finance rates instead of profiting through the secret pack 
at the expense of their time paying customer. 

As long as the finance pack in any form remains, however, we can 
expect to see a continuous flow of complaints, similar to those cited 
in this testimony, from thousands of others as they cross the desks of 
better business beveets daily. The average purchaser does not use 
arithmetic often enough to calculate or detect the hidden items that 
go to make up the pack. The unscrupulous dealers whose mathemat- 
ical mind and array of rate charts is almost always way ahead of the 
customer. About the only thing the customer can do is indicate the 
amount that he can afford to pay monthly. Given that figure the 
dealer can work out “the right kind of a deal” with enough pack to 
make a good thing for himself out of the most alluring trade. 

It is not the function of the better business bureaus to advocate 
legislation of any kind, but it most certainly is our function to shed 
light on problems of this sort wherever they are found. We do be- 
lieve firmly that all of these practices should be halted abruptly so 
that the public interest will be served and so that the great automobile 
industry, both manufacturers and retailers, will not be crippled by the 
malignant destructive power of the pack. 

Senator Monroney. Thank you very much, Mr. O’Brien, for a very 
comprehensive and challenging statement. The attention that you 
have given to the preparation in getting a considerable spread of the 
Nation on some of these abuses should do a great deal of good in help- 
ing to correct some of them. 

I would like to insert in the record at this point a letter that has 
come to us from a lady in Charles City, Iowa, about losing her furni- 
ture and radio. 

Mr. Bussy. Losing her refrigerator, dinette set, 5 chairs and table, 
17-inch television set, and a complete walnut dining-room set. 

Senator Monroney. On a “Mickey Mouse” contract. 

Mr. Bussy. On a “Mickey Mouse” contract. 
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(The letter referred to is as follows:) 

CHARLES City, Iowa., March 1957. 
SENATOR MONRONEY. 

Am one of those persons who through my own ignorance did not know value 
of any cars, and I am not a trained mechanic, so I do not know engine trouble 
to detect it in a used car. So, because I had to buy a car in order to do selling 
(which is my specialty) I relied on a used-car salesman to sell me a used car 
in good condition, not a piece of junk. I ended up with a load of trouble, and 
Se Ee on my hands that I either have to pay for or lose my furniture 
ana car, 

In order to get the car I was told was “good,” I mortgaged my furniture, 
which consists of refrigerator, dinette set, 5 chairs and table, 17-inch tele- 
vision, and walnut dining room set—complete. The car I got was a 1949 Ford 
custom four-door sedan. The cost was $468, with an added $25 to be paid on 
July 3 of 1956. Making it a total of $493. I had the car for 29 days when it 
had to have repairs totaling $135, bringing the total cost of that car to total 
$628 in 1 month to burden me with payments, forced, no end. I am unable to 
finance the car otherwise and yet I do need it in sales work, in which I have 
just begun. 

I am complaining now, so that others (especially women with children, as I 
have) ignorant to sales such as I have accepted will be spared. 

So glad to see that there is interest in car financing. I hope you are successful 
in putting a stop to sales such as these. 

Sincerely, thankful, 
Mrs. PEARL BUCKLEY. 

Senator Monroney. We have had considerable complaints about 
that as we have the overcharging on cancellation and the many other 
things you mentioned. 

In our investigation in the past year on automobile trade practices 
we found the great majority of automobile dealers abhorred many 
of these things which have come into use competitively by those 
operators who were advertising no downpayment, $300 for Christ- 
mas shopping, and all kinds of sky-high deals. I wondered what 
class of automobile dealers you feel usually are engaged—if there is 
any particular class—in these fast practices? 

Mr. O’Brien. Mr. Senator, I have had calls from dozens of respon- 
sible dealers just deploring the things they were forced to do com- 
petitively. I think it is always a rotten growth in a high-pressure 
advertising dealer, wheel-and-deal type, who offers you a terrifically 
low downpayment, or terrifically high trade-in, and then plans to 
make it up secretly. 

Well, now, other dealers who certainly don’t intend to deceive their 
customers, but they haven’t the strength of conscience or strength of 
bank account to withstand this thing, and they have to descend to 
the same practices competitively even though they wish they didn’t 
have to. 

Senator Monroney. In other words, a very, very small percentage 
of the trade that becomes involved in such bad practices tends to force 
to the lowest common denominator many of the dealers who them- 
selves abhor these practices ? 

Mr. O’Brien. That is right. 

Senator Monroney. I have found in our conferences most of them 
deeply deplore these finance practices particularly where they lead 
to extremely high interest rates, refinancing of balloon notes, and 
through their associations, they themselves have tried to take steps 
to correct that. 
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Mr. O’Brren. They certainly have, and many of the associations 
have worked very closely with the better business bureau as have 
the individual dealers. ‘They just abhor these practices, and it is a 
competitive pressure, and to stay alive and stay in business they are 
forced into some of these things. 

Senator Monronery. Senator Payne ? 

Senator Payne. No; I just want to congratulate the gentleman on 
the work that he has put into this presentation, because I think it is 
very evident that it has required a great deal of work, and I think 
he has given usa very clear presentation. 

Mr. O’Brien. Thank you, sir. 

Senator Payne. We will be interested in getting new information 
on the efforts of these finance companies who own insurance companies 
to provide for $45 deductible instead of $50, and then use the class 
II rate. 

Was it just one company ? 

Mr. O’Brien. One local company in Ohio tried it. It was not a 
national company. But that was nipped in the bud. 

Senator Monroney. It could have been the thing that broke the 
dam on insurance charges. 

Mr. O’Brien. I am sure the grapevine would have spread rapidly 
had it been made to stick in Ohio, just as this other thing was a 
grapevine-type thing in my guess. 

Senator Monrongy. Mr. Busby. 

Mr. Bussy. We were talking about the responsibility for these ac- 
tions. Now, it ultimately has to be done by the new car or used car 
dealer ; does it not? 

Mr. O’Brien. Yes; it does. 

Senator Monroney. And the tools for this action are supplied the 
dealer by the finance company; is that correct ? 

Mr. O’Brien. Yes; the tools are supplied by the finance company 
with some knowledge of how they will be wal, although they can be 
used in 1 of 2 ways, just like an ax is a fine tool in the hands of a 
woodsman, and it can be used as a terribly destructive tool as well. 

Mr. Buspy. Is this limited to loca] finance companies ? 

Mr. O’Brien. No, sir. The finance companies who have been cited 
in the collision insurance malpractices of yesterday, I believe, will find 
many, many instances where they are involved in this kind of thing, 
too, providing dealers with the tools of doing this to the public. 

Senator Monroney. On these multiple-rate charts which you said 
existed in some of the larger national companies as well as in the local 
companies, is there no identification on there as to who gets the lower 
rate, and who gets the higher rate, or is it just left open for the dealer 
to use his own amationt 

Mr. O’Brien. May I get this chart again, sir? 

In the front of the book it tells you who gets what, and what cars get 
what. When you get back to the charts, themselves, somebody has 
scribbled in there in pen and ink, class G, class J, class H. Who chose 
those classes, whether it was the finance company, the dealer, the 
dealer’s stenographer, I have no way of knowing. 

_ Senator Monroney. But they do vary on the same amount of financ- 


ing? 
Mr. O’Brien. Yes. 
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Senator Monroyey. About how many multiples? 

Mr. O’Brien. Four is the greatest number I have found. In theory 
the four are placed there for different geographical areas within the 
dealer’s territory. 

Senator Monroney. Theoretically. 

Mr. O’Brien. Theoretically. 

Senator Monroney. In other words, a man living on the wrong side 
of the tracks might pay a high rate, and one in the de luxe addition the 
low rate? 

Mr. O’Brien. That might happen, but I think the intent of this tool 
of the trade was to differentiate between suburban and urban and rural 
areas, because of the amount of traffic friction to which those cars are 
subjected. 

Senator Monronry. Isee. This book here that you have introduced 
is Commercial Credit Corp.; is it not? 

Mr. O’Brien. Yes. 

Senator Monronry. And they usually have about three different 
rates for the different cars? 

Mr. O’Brren. I have seen in the books I have examined almost al- 
ways they have two or more rates for different classes of cars. One 
of the low-priced three cars carries a lower rate than the heavier cars. 
They call it a territorial differential, I don’t know why, but it covers 
more things than insurance. 

Senator Monroney. I see. 

Any further questions? 

Mr. Konter. I have a question. 

Senator Monroney. Very well. 

Mr. Kounter. I just wanted to draw a distinction between the time- 
sale contracts and the cash contracts again, and ask you if, in your 
extensive studies, you didn’t find these 16 States include the States 
that have very little, if any, effective coverage? 

In other words, in this field the usury laws aren’t applicable be- 
cause as you point out, there is a difference between time-sales con- 
tracts and cash-sales contracts ? 

Mr. O’Brren. That is right, the usuary laws don’t apply to these 
things even in the States where there are laws, because it is some- 
thing other than interest. Although I would like to make this dis- 
tinction: The Bureau of Internal Revenue in the last 2 or 3 years has 
in its instructions to income-tax payers said certain portions of your 
finance charges, if you can identify them, which you pay in buying 
something on time, can be deducted as interest. 

Now, it is only in the last 2 or 3 years that the Bureau of Internal 
Revenue has permitted those deductions as interest. Prior to that 
they said a finance charge is defined as something other than interest 
and, therefore, it is not deductible, but if you can identify the finance 
charge out of your contract you can deduct that part as interest. 

Senator Monroney. It would be only the noninsurance portion, it 
cannot be the insurance portion unless it is used for business. 

Mr. O’Brien. That is right. 

Senator Monroney. Any further questions? 

Senator Payne? 

Senator Payne. No. 

Senator Monroney. We appreciate very much your testimony and 


the value of this. It will be studied very carefully by the committee 
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and we can photostat these exhibits, have them reduced, and return 
them to you. 

Mr. O’Brien. Thank you very much. 

I have a miscellaneous collection of rate charts that I will give you. 

Senator Monroney. Thank you very much, Mr. O’Brien. 

(The charts are available in the committee’s files.) 

(Mr. O’Brien’s prepared statement, except for the exhibits repro- 
duced above, is as follows:) 


THe “Pack” 


Statement by John L. O’Brien, a member of the Association of Better Business 
Bureau’s Committee on Installment Contracts before the United States Subcom- 
mittee on Automobile Marketing Practices 


My name is John L. O’Brien. I am president of the Better Business Bureau 
in Akron, Ohio, and a member of the Association of Better Business Bureau’s 
Committee on Installment Contracts. I have been asked to discuss the ramifica- 
tions of the “pack” in some automobile time payment contracts and to report in 
particular the results of a survey in this field made by the Association of Better 
Business Bureaus in December of 1956 to which some 45 Better Business Bureaus 
in as many cities have replied. It is my understanding that your committee’s 
interest in this matter is prompted by the relationship which the “packing” of 
time payment contracts bears to the topic of misclassification of automobile 
collision insurance as a means of gouging innocent and unsuspecting members 
of the public. 

At the outset, I think I should make it very clear that the Better Business Bu- 
reaus are extremely sympathetic to the problems of the Nation’s automobile 
dealers and to the many reputable financial institutions which over the years 
have made it possible for the people of America to enjoy the pleasures of driving 
automobiles during the months over which they are paying for them through 
regular installments rather than forcing them to lay out the full amounts of 
cold cash before taking delivery. 

Shortly after World War I, when the concept of selling automobiles to a mass 
market of persons with small but regular incomes through the medium of the 
installment contract was introduced, in effect a revolution was brought about 
which put America on wheels. Of course, some safeguards had to be set up as 
financial institutions gingerly approached the idea of risking money on so mobile 
a thing as an auto which might be either a hopeless wreck or in the next State 
by the time next month’s payment was due. 

The first time payment contracts were what were known as recourse paper 
which meant that the financial institution would buy the customers’ note and 
mortgage for the automobile from the automobile dealer who had negotiated it, 
but not being certain of the customer’s continuing ability to pay would insist 
on a clause in the agreement in which the dealer agreed to buy back at an agreed 
upon price, the customer’s note in case that ability to pay did fall short. Grad- 
ually as substantial dealers proved to their financial institutions that the class 
of customers whom they attracted were good credit risks and did pay off their 
obligations, the finance firms set up amounts in each individual dealer’s account 
known as reserves. These over a period of a year built a cushion against the 
bad risks which the dealer had to buy back. If at the end of the year there was 
still an amount remaining in a dealer’s reserve account, this was paid to him 
by the finance firm as a sort of bonus. 

After the automobile industry and its financial partner had struggled through 
the maelstrom of depression in the 1930’s, and things were on a sounder footing, 
more and more finance firms offered more and more auto dealers what was 
termed nonrecourse paper. These were customers’ notes and mortgages which the 
companies bought from the dealers on which the finance firm assumed the entire 
collection risk, not expecting the dealer to buy it back. However, by this time 
the custom of the reserve account had been so firmly fixed that it remained and 
dealers began to enjoy regular rather healthy bonuses from finance firms at the 
end of their year’s operation. Then began a period of cutthroat competition 
between various finance firms in their efforts to encourage automobile dealers 
to turn a majority of their financial business in their particular direction and 
they offered ever increasing percentages of the total amount of the contracts 
as reserves. 
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Most finance firms prepared rate charts showing the amount of monthly 
payments which would be required to pay off a given unpaid balance over a 
period of months as a means of assisting the dealer in figuring a customers’ 
obligation easily and quickly. Customarily, these companies also provided the 
dealers with several rate charts which carried increasingly higher rates which 
were supposed to be based on the amount of risk which the company and/or the 
dealer would be asSuming in the case of progressively older cars which because 
of the greater risk, would command a higher rate. Persons with poor credit 
were also supposed to pay a higher rate to cover the companies’ probable losses, 
Some charts included insurance coverage, some did not, but seldom could the 
purchaser tell what he was getting. Very often, as we shall see later, a multi- 
plicity of such rate charts were provided the dealer and he could simply select 
whichever one best suited his needs or the gullibility of his customer and use it 
to convince the customer that his total obligation should be exactly what the 
printed chart called for, a sort of game of “dealers’ choice” as it were. In such 
eases by prearrangement in the fringe group of unscrupulous auto dealers and 
unscrupulous finance companies, the company would agree to buy from the 
dealer at the prearranged discount rate whatever customer time paper he chose 
to sell and rebate to the dealer any amount over the preagreed upon discount 


rate. This became known as the pack. 
“PACK” BECOMES COMPETITIVE TOOL 


While there was some reasonable justification for the establishment of dealer 
reserve in the early days for mutual protection, when these reserves began to 
become excessive and to be used as a competitive tool by finance companies in 
order to gain more and more auto dealer business and spiraled up into the 
unconscionable mulcting of the public through the easily hidden and confusing 
techniques of the “pack,” it was high time that something be done. 

Responsible business firms, the thousands of reputable automobile dealers and 
financial institutions who were being unwillingly caught in this quagmire began 
a long battle spearheaded by their better business bureaus to seek ways of 
eliminating the “pack” through public education, exposure of the culprits, group 
standards of business conduct, and many other ways. 


PRESENT LAWS IN ONLY 15 STATES 


Finally the attention of government was directed to this problem and now I 
believe that some 15 States plus the District of Columbia have laws which regu- 
late auto finance practices to a greater or lesser degree. Furthermore, the 
Federal Trade Commission has adopted rules with reference to auto financing 
that deal with these problems as they appear in interstate commerce. For the 
1 ‘cord, I think I should read to you a list of the States in which some degree of 
State control now exists. They are: California, Colorado, Connecticut, Indiana, 
Maine, Maryland, Massachusetts, Michigan, New Jersey, New York, Nevada, 
Ohio, Pennsylvania, Utah, Wisconsin, and the District of Columbia. 

These laws vary vastly from State to State, some of course being more effec- 
tive than others. Pennsylvania has one of the model statutes in this field. 
New York in recent months has just reenacted new legislation to effect greater 
control where its former law apparently had fallen short. However, as I come 
from Ohio and I am most familiar with the operation of the Ohio law controlling 
retail installment sales contracts which has been effective since 1949, I will use 
it as sort of a yardstick to compare our current experiences in Ohio to those 
prior to enactment of this law and likewise to compare the reports which our 
better business bureau survey shows are the conditions in other States, particu- 
larly in those where no State control is being exerted. 

Now for the results of our December survey of 45 better business bureau 
cities. A list of those cities is attached to this statement as appendix A for 
your information. However, I want also to make clear the fact that simply 
because some better business bureau citizens did not respond to this survey or are 
not included in this list, does not mean that they do not have a problem in auto 
time payment contract “packing”. Some may not have had time to respond, 
many are undoubtedly preoccupied with other problems and some replies ar- 
rived too late for purposes of this tabulation. In any event, the examples we 
have from the 45 responding we believe are highly significant and indicate the 
breadth of the spread of this problem across the Nation. We shall discuss six 
areas of misunderstanding, deception and possible fraud which our better busi- 
ness bureaus report to be particularly acute at this time. 
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BLANK CONTRACTS THE WORST 


1. The No. 1 problem is the signing of blank contracts in which the unwary 


or uninformed customer being verbally assured that his monthly payment or 


time contract will call for certain monthly payments later receives the com- 
pleted contract which he has signed in blank, filled out in amount far higher 
than he had originally been quoted. Twenty-eight cities of the Nation report 
that as their most serious problem. 

2. No. 2 is the misleading offer of “no down payment” usually in advertising 
wherein the customer is led to believe he need agree only to sign a contract for 
a specified number of even monthly payments. Almost invariably this is untrue 
as the customer is compelled to make an additional side loan and mortgage 
additional properties such as his furniture, and so forth. This problem was 
reported in 22 cities. 

3. Reported by 12 cities are the pre-payment abuses wherein the customer 
thinking he has a loan governed by the laws of interest plans to pay his contract 
in advance of the final due date, finds many months prior to the due date that 
he will receive only a distressingly few dollars off the total amount of the note 


-even though he doesn’t have the full use of the money for all of the months 


for which he had contracted and agreed to pay. 


BALLOON NOTES A TRAP 


4. Fourth is in the area of balloon notes in which 10 cities report distress 
among unsuspecting customers who have agreed to make a certain number of reg- 
nlar payments of a reasonable amount each month and who are utterly surprised 
and dumb-founded to find at the end of the 12, 18, or 24 months that they owe 


an additional payment of many hundreds of dollars, which must be refinanced 
for another period of months. 


REPOSSESSION RACKET ONLY IN LOWEST FRINGES 


5. Reported by 9 cities is the repossession racket now practiced among only 
the very lowest fringe of unscrupulous auto dealers wherein the customers’ car 
is picked up for default of payment, sold, often to a dummy representing the 
dealer who in turn sells the car for a much higher amount, while the customer 
is credited for only the modest price for which the dealer has sold the car to 
himself. The customer is then, of course, held responsible for what is called 
a “deficiency judgment” and required to pay out the balance of his note with no 
car and no equity. 

6. Tied for fifth place with 9 cities reporting is the evil of the multiple-rate 
chart still probably the most vicious of the malpractices in auto finance packing. 
This becomes increasingly more difficult to get at as the “pack” is driven under- 
ground and those dealers who would operate unscrupulously hold their cards 
ever closer to their chests. 


CONTRACTS UNBELIEVABLY COMPLEX 


As I have said, the single greatest source of abuse and packing in time pay- 
ment contracts results from the signing of notes and mortgages in blank by 
unsuspecting customers. Of course, in most States this practice is not legal 
and nowhere is it morally condoned, yet the very complexity of these instruments 
is such that it is a very simple thing to persuade a customer to “take the car 
now” and let the “office staff” catch up with the paperwork later on. Let us for 
a moment examine one of these instruments that is executed in a time payment 
sale such as is in common use in Ohio today. Of course, these instruments do 
vary greatly from State to State, but this one will serve the purposes of our 
illustration: Please understand that I’m not an attorney, and I recognize that 
the proper interpretation of such an instrument involves a very detailed area 
of highly specialized law, and even then I think the records show that not all 
attorneys and not all courts are agreed on just what this type of instrument 
means in all cases. In Ohio, a customer first signs a chattel mortgage, which is 
supposed to contain all of the details of the transaction and under a present 
ruling of the Ohio Auto Dealers and Salesmen’s Licensing Board, is supposed to 
carry a statement of the insurance charges separate from the finance charges. 
The mortgagor, that is the customer who makes the mortgage, of course, agrees 
that title to the automobile does not pass to him until he has completely paid 
for it. He also signs a thing called a negotiable promissory note which in Ohio 
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is a “cognovit note’. Let me read you exerpts from that note which is custom- 
arily printed in fine type of lines too long for the average reading eye to follow: 

“In the event of any default in the payment of any installment or principal 
hereof when the same becomes due and on any conditions or stipulations of the 
chattel mortgage securing this note, then this note shall immediately become 
due at the option of the holder hereof without demand or notice. The under- 
signed and endorsers hereby waive presentment, demand for payment, protest, 
notice of protest and notice of nonpayment of this note. 

“The undersigned authorizes any attorney at law to appear before any court 
of record, State or Federal, in the United States of America, after the above 
indebtedness becomes due by acceleration or otherwise, to admit the maturity 
hereof, to waive the issuance and service of process and confess a judgment 
against the undersigned or any one or more of them in favor of the holder hereof 
for the amount then appearing due together with costs of suit, and thereupon 
to waive all errors and all rights of appeal and stay of execution”. 

This seems to me and experience bears it out, that this gives the holder of 
the note and mortgage the broadest latitude in deciding to enforce collection 
through the offices of the courts with very little, if any warning to the customer. 
Now let’s take a look at some excerpts from the even finer print appearing on 
the back of the mortgage to which the signer of the mortgage has agreed, by 
virtue of his having signed the first page: 

“The mortgagor agrees to keep the car insured at all times against such 
hazards as the mortgagee may require for an amount not less than the amount 
of the note ina company satisfactory to the mortgagee, such policy or policies, 
together with loss payable clause in favor of the mortgagee, to be delivered to 
the mortgagee, and if the mortgagor fails to do so, mortgagee may purchase such 
insurance at mortgagor’s expense. Mortgagor does name and appoint the dealer 
and/or mortgagee and/or assigns and/or successors in interest under this mort- 
gage as attorney-in-fact to make adjustments for any loss or losses occurring 
under the policy of insurance covering the above described automobile and to 
sign in the name of the mortgagor and/or attorney-in-fact for the mortgagor any 
applications, receipts, releases and such other paper as may be necessary in 
placing and canceling such insurance including rebates and refunds of insurance 
premium, executing proofs of loss, making and accepting settlements on claims 
and is authorized to collect any amount due thereby and to apply same on any 
amount or amounts payable by the mortgagor to the dealer and/or the mortgagee 
and/or assigns and/or successors in interest under this mortgagee whether past 
due or not.” 

We'll take another clause which I read in part: 

“Or in the event mortgagee shall at any time deem this mortgage, the note or 
the car unsafe or insecure, the note and the indebtedness evidenced thereby, at 
mortgagee’s option, shall immediately become due and payable without demand 
or notice. whereupon mortgagor agrees, upon demand, to deliver the car to the 
mortgagee and mortgagee may, without notice or demand, with or without the aid 
of legal process, make use of such force as may be necessary to enter upon with 
or without breaking into any premises where the car may be found and take 
possession thereof acting as custodian of anything found therein or thereon not 
covered by the lien of this mortgage, and for that purpose may pursue the car 
wherever the same may be found without liability for trespass or damage caused 
thereby to the mortgagor. Upon taking of possession, mortgagee may remove the 
ear and sell and dispose of same according to law at such time as mortgagee 
may deem advisable at public auction or private sale at the option of the mortga- 
gee, without demand, notice or advertisement, same being hereby expressly waived 
at which sale, if public, mortgagee may purchase the car, and any such sale, 
either publie or private, shall be conclusively deemed to be a proper sale. Out 
of the money arising from any such sale, the mortgagee shall first pay all liens, 
etc,” 

Now also note the responsibility which the mortgagee who may decide to re- 
possess the car assumes for any personal property which may be therein. 

“Mortgagor (owner) fully agrees to give notice by registered mail to mortgagee 
within 24 hours after repossession if mortgagor claims any articles not covered 
by this mortgage where contained in or on the car at the time of repossession 
and agrees that failure to do so shall be a waiver of and bar to any subsequent 
claim therefor. (Case of mechanics tools.) Mortgagor also agrees that waiver 
of any conditions and covenants in the note or in the mortgage shall not constitute 
a waiver of future breaches or defaults; that this mortgage contains the entire 
agreement between the mortgagor and the mortgagee, except as herein provided, 








Oo ODO =" rw ~ ese tr h|.* 


Te ee 


AUTOMOBILE MARKETING PRACTICES 125 






mortgagor shall remain and continue in the quiet and peaceable possession of 
the car”. 

Please understand that I make no effort to interpret this document but read it 
into this record merely to underscore the legal complexity of these instruments 
in everyday use which you and I and the American public are often expected to 
sign in blank. 








HOW BIG IS THE PROBLEM? 






































Now that we have glanced briefly at the nature of the instrument which we are 
invited to sign in blank, let’s look at the magnitude of the problem. Better 
Business Bureaus which report this signing-in-blank practice exists in their areas 
are Akron, Atlanta, Baltimore, Boston, Buffalo, Binghamton, Cleveland, Dallas, 
El Paso, Long Beach, Louisville, Memphis, Milwaukee, Oklahoma City, Omaha, 
Pittsburgh, Rochester, San Diego, and Spokane and obviously there are many 
more. Let me cite a few cases as reported by some of these Better Business Bu- 
reaus. For instance an Akron girl who (show chart) as far too many customers 
tend to do, worried only about the amount of her monthly payments not about 
the total amount, agreed to pay what she thought was $60 a month for 30 months. 
When her contract came through for $71 a month for 30 months, she was awak- 
ened by the awful realization that she had agreed to pay $330 more than she had 
understood. Our present law couldn’t help her for the agreement which she 
signed contained one paragraph in which she stated for the benefit of everyone 
concerned that she had received a completed copy of the contract prior to taking 
delivery of the automobile. She was simply hooked. 

Baltimore reports a citizen who woke up one morning to find stuffed in his 
mailbox a notice advising him that he owed $1,800 on what he thought was 
going to be a $1,000 balance, and in another Baltimore instance the price of the 
automobile was simply raised $400 above the orally agreed upon price. 

In Boston, the customer purchased a used car for $1,195 (demonstrate car 
order), received a trade-in allowance of $350 on his old ear, and paid a $50 cash 
payment, leaving a balance of $795. Twenty-nine days later, the day before the 
first payment was due, he received a notice from a finance company telling him 
that his total obligation was $50 a month for 24 months, or $1,200. 

In Buffalo, an ordinary citizen complained to the better business bureau that 
he’d been told by a dealer that his payments would be $47 or $48 a month. The 
coupon book from the financial institution called for $79.14 a month, the contract 
had simply been filled in after he had signed it. 

In another Buffalo instance, the customer understood his payments were to 
be $64 a month and the payment book he ultimately received called for $105 a 
month. He found, with the assistance of the better business bureau, a chink 
in the dealer’s armor and a refund of $1,740 was made to the customer. Unfor- 
tunately, such happy endings are few. 

Of course many of these small monthly payments which the customers think 
are all they will be obligated to pay when they sign up in blank, are often really 
only wishful thinking on their part, encouraged by the salesman who wants to 
make a deal. We have seen many cases where the salesman simply figures the 
financing on the price of the car alone, and fails to tell the customer that it is 
a practice of his firm to add on and charge for the various kinds of insurance 
which will be required. 

This accounts for many of the differences, but it doesn’t make the customers 
any happier. 

Cleveland reports customers bumped in monthly payments from an under- 
stood $65 to a written demand of $96, and another with partially filled out papers 
showing $55 which were later transposed into payments of $70 a month. Note 
here again, that the customer unfortunately is only concerned with the amount 
of his monthly payments, not the total amount of his obligation. 











MURDER IN PITTSBURGH 





But so the sad story goes in city after city where unsuspecting customers, 
one after another despite the best protection the laws may have to offer, hastily 
or unwarily sign papers in blank on the verb@l and smiling assurances of some 
stranger whose affability becomes a flint-eyed granite when the victim returns 
to complain. Perhaps we can summarize this best with a report of an account 
from the December 24, 1956, issue of Automotive News which reported the case 
of Raymond Lawson, age 24, who purchased a car from Jack Allison, 50, a 
salesman for the Big Tree Motors, Inc., in Pittsburgh, Pa. Lawson said he was 
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told his payments would be $46 a month, but that his payment book called for 
$61 a month. He went to the company’s office to insist on a correction. In the 
dispute that followed, Lawson pulled a gun and shot the salesman, Allison, 
between the eyes, killing him. 

In this terrible case, the ultimate tragedy was brought to a climax, but I can 
tell you as a better business bureau operator who hus for many years been 
on the firing line 1 have often seen the look in the eyes of the customers which, 
if impulse were to be followed, would end in the same tragic result of murder. 


“NO DOWNPAYMENT’ USUALLY A PHONY 


Sometimes these padded blank contracts are the result of juggling to overcome 
misleading “no downpayment” advertising which is No. 2 on the blacklist of 
cities reporting in the survey. This takes two forms. One in which the dealer 
raises the price of the car he is selling with the knowledge of the customer and 
shows a fictitious downpayment as a credit against this account in order to 
qualify for the finance company’s downpayment term requirements. In this, in 
effect, the customer often without realizing the full import of his act, is conspiring 
with the dealer to defraud the finance company by filing a fictitions statement of 
ability to pay. If the customer doesn’t lose in the actual figure juggling in such 
a case, he at the very least is required to pay a higher finance rate as a result of 
the degree of risk which the company incurs by accepting his note. The second 
and possibly more common method of trapping a victim with the no-downpayment 
myth is by compelling him to make an additional “side loan” from a personal- or 
small-loan company which will require additional security, such as a mortgage 
on his furniture, etc. This money is simply turned over as a downpayment to 
the dealer who then places the balance of the deal with his own finance com- 
pany at whatever the finance charge may be plus whatever padding the un- 
scrupulous dealer may have been able to squeeze into it, thus leaving the cus- 
tomer with two accounts with payment and interest or “‘service charges” that 
must be met monthly out of his regular income. The fact is, that the person 
whose ability to pay can qualify him for no-downpayment credit, simply doesn’t 
need it and probably wouldn't use it. 

In a typical case in Boston, where a $950 car was involved, the salesman for 
the dealer steered the customer to a smal-loan company where he borrowed 
$434.27 on an interest-bearing note, then signed blank finance papers for the 
balance. His payments for both notes on his $950 car come to total cost of 
$1,369.40, 

The pattern of this case in Boston is repeated in better business bureau files all 
the way across the country to San Francisco where, as have other bureaus, 
it has been successful with the help of leading dealers in effecting volunteer curbs 
against the abuse. 

No-downpayment offers usually appear as an advertising practice which leads 
to unsound financing arrangements either through the side notes as described or 
sometimes through balloon notes, a particularly vicious if relatively infrequent 
practice which has been reported by 10 of our cities. In this practice, again 
effected often through the medium of the blank contract, the customer signs up 
for what he thinks is a reasonable number of modest payments, say 12 to 18, at 
$50 a month, but the final payment at the end of the period may be $500, $1,000, 
or $1,500, which staggering amount must then be refinanced for another period 
of time. 

Atlanta, Boston, Cleveland, El Paso, Louisville, Memphis, Milwaukee, Omaha, 
and Washington report wrestling with this one. 

Cleveland gives us the example, of the man who bought a car with a time 
balance of $2,543.64, payable in 11 monthly installments of $50 and 1 of $1,993.64. 
He made 13 payments of $50 and the finance company refused further payment, 
demanding a full payment of the $1,998 balloon note. New papers were then 
drawn up with a new contract for $2,517.30 which was only $26.34 less than the 
original contract after the customer had made payments totaling $650. 

Actually, balloon notes are avoided by most finance companies for they are 
invariably an extremely poor risk as the purchaser has relatively little equity in 
the car he is buying. However, they still present a rich, if risky, field for the 
avaricious few who are willing to prey so unfairly upon the unsuspecting. 

High on the list of public abuse brought about by the evils of “packing” are 
the tiny amounts which industrious auto buyers who wish to pay their contracts 
in advance have rebated to them as a result of their efforts. I am reluctant 
to keep bombarding you with examples, with a multitude of figures but I know 
of no other way to illustrate the magnitude of this evil. 
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ACTUAL INTEREST RATES UP TO 1,200 PERCENT 


For instance in Baton Rouge, La., a man had his new car financed for a bal- 
ance of $1,730 for a period of 36 months. His total obligation became $2,448 
of which $229.32 was for comprehensive insurance and $488.68 for finance 
charges. After the contract had been in effect for only 4 months through some 
kind of a personal windfall, he was able to pay it up. He was offered a rebate 
of only $20 on his total amount, or an interest rate of about 410 percent. After 
the better business bureau interceded, the rebate was increased to $283 and 
this included a substantial portion of the rebated insurance premium from the 
canceled insurance. 

Another Baton Rouge citizen who financed $834 over a period of 24 months 
with a finance charge of $294 or a total cost of $1,128 attempted to pay off his 
note after it had been in effect only 13 days. He was offered a rebate of $98. 
To put it another way, he was charged $196 for financing $834 for 13 days or 
a rate of nearly 600 percent, if there was no insurance involved. The Baton 
Rouge Better Business Bureau reports that the finance company in this instance 
was very belligerent and finally refusing to consider an adjustment, simply 
shrugged its shoulders and said, ‘This is legal.’”’ More aptly, it should be termed 
a “legal con game,” in which the law protects the swindler instead of the 
swindled. 

I think at this point we should explore the legalistic fiction whereby such 
situations are possible. Generally we understand that when people borrow 
money they pay interest for its use and most States have long regulated, very 
rigidly the amounts of interest which could be charged on given amounts. This, 
of course, they have done efter bitter experiences with the loan sharks, salary 
buyers, and other such evils which were rampant a generation ago. People 
having learned through long custom simply are prone to assume that when they 
buy an automobile or other article on “time” that they are paying interest for 
the use of the money. Legally they are not, the dealer, in effect, offers to his cus- 
tomer a cash price for which he will part with the article immediately for cash in 
hand and a “time price’ for which he will spread the cost over a number of 
months, this differs from the cash price by the amount of the finance charge and 
any additional insurance and other costs which may be required in the complex 
document which we have earlier reviewed. The total amount on this document is 
the time price and the dealer may simply sell that through what the law terms 
an “innocent third party” at any amount upon which they may mutually agree. 
Therefore, when a finance company has bought a customer’s note and mortgage 
at the agreed-upon discount and the dealer may already have included in this 
note and mortgage a substantial number of dollars for himself known as “the 
pack” there is a relatively smal! margin on which the finance company may op- 
erate and an even smaller margin after it has set up its books, etc., from which 
it may give the customer a rebate for prepayment of the contract, and as bitter 
experience has shown, where laws do not compel it, few companies finding them- 
selves in this situation will give more than just the bare token of this rebate. 

In other words, the crux of the unsatisfactory rebate problem is simply this: 
Finance companies cannot give back to their customers the “pack” which they 
have already paid to their dealers. 


OHIO LAW HAS HELPED 








This prepayment sabotage was one of the very first evils which most 
State laws including the one in Ohio sought to correct. As a matter of fact, 
our recent experience in Ohio with the regulated prepayment as provided by 
our law, has been such that as a bureau operator, I was simply amazed to read 
the multitude of examples of the type just cited above which have victimized 
people in other States. 

Ohio has in eflect incorporated into its law a formula commonly known as the 
bankers rule of 78. This is a formula which is derived from the digits i to 12 
added up to their total of 78, and this becomes a fractional method whereby 
refunds may be computed. For instance, in a contract where less than 1 month 
of the service charge is consumed, the financial institution may retain twelve 
seventy-eighths of the total finance charge, in the case of 2 months, twenty-four 
seventy-eighths, etc. These fractions have commonly been reduced to a decimal 
equivalent in tables which are in almost uniform use throughout the State at the 
present time. An example of such a chart is attached, as appendix B. 
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Thus under this formula, our Baton Rouge friend above who financed the 
$830 for 24 months at a total cost of $294 or a note of $1,128 and paid them off 
in 13 days for a price of $198 would have, under Ohio law, paid only $24.12 for the 
18 days which he had the money as opposed to the $198 as above. Of course, as 
these contracts run for a longer time, the rule of 78 does not appear so generous, 
but at least it is a uniform mathematical formula in common use administered 
under the law. 

While we are discussing the Ohio law, I must say also that it is to my knowl- 
edge one of the few States which has not only undertaken to limit the maximum 
amount of finance charge at the rate of $8 per $100 of the amount financed plus 
some additional charges in units of 25 cents and 50 cents per month for each 
unit of $50 finance known as service charge but Ohio also has undertaken to 
limit the amount of reserve which a finance company may rebate to a dealer. 
This limit has been set at 2 percent of the total amount of the note. 

This has served to force competition under a ceiling and in many instances 
through this competition the rates are lower than the ceiling for the amount of 
reserve which the dealer may hope to obtain is limited to this 2 percent. I 
might say in passing that certain dealers have undertaken to fight this phase of 
the Ohio law through the courts, but thus far the courts of Ohio have held 
steadfast. 

The net effect of these provisions of the Ohio law and I am sure this is true 
of every other effective State law has beeen to completely eliminate the simplest 
if most insidious form of the “pack,” which is the use of a multiplicity of complex 
rate charts with which the dealer through official and confusing looking charting 
can simply bamboozle the customer into almost any amount of finance charge 
which he may choose. I have here a time payment plan booklet sent to us from 
Shreveport, La. Apparently it was published by one of the national financial 
firms for this particular area and is in use by an automobile dealer in that city. 
It contains certain information about how to figure insurance coverages on 
various kinds of cars and, as is customary, indicates by alphabetical designation 
a classfication based on the original cost of the car. This in turn is supposed to 
refer to a chart showing the cost of financing such a car for a given number of 
months which chart is likewise supposed to carry the same alphabetical symbol. 
Herein begins the area of confusion for if we were to select, say, a 1956 Buick, 
model 48D, which is a two-door sedan we would find that it carries a symbol J. 
In looking through the finance chart, we find that four new car finance charts 
earry the symbol J. Each such symbol has been written in by somebody in 
longhand, not printed on the chart. Each carries a different rate for financing a 
$1,000 balance for any period of months. These charts from what we can figure, 
do include certain insurance coverages for fire, theft, and deductible collision. 
Here I note in the case of a $1,000 balance for 12 months the first chart in the 
book shows 12 payments of $100.05 or a total of $1,200.60; the second chart 
designated likewise as J calls for, on a $1,000 balance, 12 monthly payments of 
$101.84 of a total of $1,222.08; the third chart marked likewise J calls for 12 
payments of $101.90 or a total of $1,222.80; and the fourth chart marked J calls 
for a balance of $1,000, 12 payments of $103.70 or a total of $1,244.40. Thus 
there is a variation of $43.80 between the lowest and the highest chart. 

Normally given reason for such a variation is the greater risk of operating a 
car in a metropolitan area as opposed to a rural one. However, these charts 
only call for 2 different areas yet 4 charts are employed. To further compli- 
cate this problem, the front part of the booklet carries a series of insurance 
classification deductible charts from which the dealer is to, after determining 
the insurance classification of the customer, that is as to whether or not there 
are any drivers under 25 in his family, etc., deduct from each monthly payment 
an amount of from $1 to $2 depending on the several complicated factors. Note 
that all of the charts are originally based on the finance charge lumped with 
the highest possible insurance rate, only as an afterthought are the preferred 
risk insurance deductions to be made. Of course, the scrupulously careful 
dealer can figure out exactly his customer’s credit risks, territory of operation, 
and insurance classification and give him the most favorable rate. But I can 
see in this plan no reasonable safeguard for the unsuspecting customer or even 
the most acute customer, for who can follow this maze of charts by an auto 
dealer or salesman during the often headlong course of negotiations made in 
connection with the purchase of an automobile. 

Gouging in Georgia is even more primitive. In Savannah, Ga., auto-finance 
gouging seems to be even more primitive, as our better business bureau there 
has sent us five different rate charts prepared by a commercial printing firm 











~~ mw Bee © Pe we a 


- 


= 


f 


is 
1s 


i- 


te 


a 


AUTOMOBILE MARKETING PRACTICES 129 


in Atlanta. At the top of each chart is a figure such as “7-96”, “7-150”, 
“7-163”, etc. The Sayannah Better Business Bureau tells us that charts such 
as these are in common use in that community and presumably in the State 
of Georgia. They tell us that the figure “7” at the top of each chart means 
that this is a “7 percent add-on” chart, that is, that the finance company’s rate 
to the dealer is $7 per $100 financed, the other figures at the top of the charts 
such as “96”, “150”, “163”, ete, means the number of dollars over the $7 
charge which is figured into the monthly payments, allowing the dealer a 
kick-back or “pack” in this amount. Thus our $1,000 financed in Savannah by 
these charts would be $1,172.64 on the “96” chart, allowing the dealer $96 in 
hidden pack, and $1,244.40 on the “163” chart, allowing him $163. I find no 
provisions for any purchases of insurance by either dealer or finance company 
in these charts, although the rates are ample to permit the dealer to purchase 
insurance within the contract if he chooses. 

By way of contrast, let’s take another look at Ohio and I have a couple of 
rate charts currently in use by finance companies in our State. You will recall 
that apparently the lowest amount for which you could finance a $1,000 in 
Shreveport, La., by this particular company under the chart system which we 
examined was $200.60 for 12 months less whatever territorial deduction charges 
might at the option of the dealer be estimated. The highest was $244.40. 
These, of course, did include insurance coverage. Take now Ohio where the 
common practice now is to separate the insurance and finance charges, not 
lump them as in the Louisiana situation or catch as catch can as in Georgia 
after the customer determines the price of his car and his insurance, a $1,000 
balance may be carried over a period of 12 months for 12 payments of $88.33, a 
total of $1,059.96 or a charge of $59.60. In the case of another national firm 
which customarily includes credit life insurance on its contract, that same 
$1,000 can be financed for 12 monthly payments of $88.80 for a total of $1,065.60, 
a charge of $65.50. 

In New York State where the newly regulatory law just became effective, 
I have a brandnew book filed by another national company which again cus- 
tomarily includes the credit life insurance in its charts, but now separates the 
fire, theft, and deductible insurance from its finance charge, the $1,000 shows up 
for 12 months as 12 payments of $90.13 or a total note of $1,081.56. 

Forgive me if this statement has seemed unduly long, but I think from the 
points which I have made, you can agree that it has only begun to scratch the 
the surface of the problem of auto-finance packing which has certainly been 
a great national scandal for far too long a time. 

I cannot say that the State laws have been cure-alls for the problem, for as 
we have already witnessed in Ohio where a ceiling was put on the finance rate 
and the ceiling on the amount of the reserve which the dealer might receive 
from a finance company, and where through another area of Ohio law, auto 
dealers were prohibited from selling or collecting commissions on insurance, 
deep pressures to obtain secret rebates have maintained themselves and have 
shown up in other ways, through price padding, through fictitious downpay- 
ments, and through the reducing of the trade-in allowances which the customer 
thought he was getting. Certainly the system of hidden charges resulting from 
the misclassification of automobile-collision insurance in some of these time- 
payment contracts where it has been so devastatingly uncovered in the hearing 
is simply another manifestation of the “pack” itself when driven underground. 


NEW INSURANCE SHENANIGAN TRIED IN OHIO 


May I add in passing that, when the misclassification scandals were uncovered 
in Ohio, and the superintendent of insurance ordered over $100,000 in refunds, 
another attempt was made at padding insurance premiums. This was through 
the changing of the customary $50 deductible collision policies to $45 deductible. 
These, while giving the car owner a mere $5 of additional protection, carried 
a much higher premium than did the $50 deductible. Happily, our superintendent 
quickly ruled against this new rate, and no one was secretly gouged. 

The better business bureaus, and we believe the responsible auto dealers of the 
Nation, join us in hoping for the elimination of all the means for the packing of 
automobile time contracts. Dealers could then sell their merchandise honestly 
and at realistically competitive prices and finance rates instead of profiting 
through the secret “pack” at the expense of their time-paying customer. 

As long as the finance “pack” in any form remains, however, we can expect 
to see a continuous flow of complaints, similar to those cited in this testimony, 
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from thousands of others as they cross the desks of better-business bureaus daily. 
The average purchaser does not use arithmetic often enough to calculate or detect 
the hidden items that go to make up the “pack.” The unscrupulous dealers 
whose mathematical mind and array of rate charts is almost always way ahead 
of the customer. About the only thing the customer can do is indicate the amount 
that he can afford to pay monthly. Given that figure, the dealer can work out 
“the right kind of a deal” with enough “pack” to make a good thing for himself 
out of the most alluring trade. 

It is not the function of the better business bureaus to advocate legislation in 
any kind, but it most certainly is our function to shed light on problems of this 
sort wherever they are found. We do believe firmly that all of these practices 
should be halted abruptly so that the public interest will be served and so that 
the great automobile industry, both manufacturers and retailers, will not be 
crippled by the malignant destructive power of the “pack.” 

Our next witness is the Honorable J per A. Humphreys, commis- 
sioner of the division of insurance of the Commonwealth of the State 
of Massachusetts. We are glad to have Mr. Humphreys and his staff 
members come forward. I believe you have accompanying you Mr. 
Thomas J. Kelleher, Jr. 

Mr. Humrureys. That is correct. 

Senator Monronry. We would like, if you have no objection, to 
have you sworn, Mr. Humphreys. 

Do you solemnly swear that the testimony you are about to give in 
this case will be the truth, the whole truth, and nothing but the truth, 
so help you God ? 

Mr. Humeureys. I do. 

Senator Monroney. Mr. Kelleher will be testifying along with you, 
perhaps ? 

Mr. Humrureys. Yes. 

Senator Monronry. Do you solemnly swear the testimony you are 
about to give in this hearing will be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Ketiener. I do. 

Senator Monronery. Thank you. You may proceed in your own 

way, Mr. Humphreys. 
_ Weare very familiar with the excellent. work you have done in tak- 
ing hold of this insurance-overcharge matter on collision insurance and 
going at it at a very early date and following it through consistently 
and diligently through the entire matter, and I believe you are still 
working on those refunds, are you not ? 

Mr. Humpureys. That is correct. 

Senator Monroney. You may proceed in your own way, sir. 

Mr. Humenreys. Thank you. 


TESTIMONY OF HON. JOSEPH A. HUMPHREYS, COMMISSIONER OF 
THE DIVISION OF INSURANCE, AND THOMAS J. KELLEHER, JR., 
PRINCIPAL INSURANCE EXAMINER, DIVISION OF INSURANCE, 
THE COMMONWEALTH OF MASSACHUSETTS 


Mr. Humpureys. Mr. Chairman and gentlemen of the committee, 
my name is Joseph A. Humphreys. I am the commissioner of insur- 
ance of the Commonwealth of Massachusetts, and I should like to state 
at the outset that I have been employed by the Commonwealth for over 
30 years. Prior to becoming commissioner of insurance I was a deputy 
commissioner, supervising the complaint section of the division for 6 
years. At no time have I ever been employed in the financing, in- 





OT a nnn ese 


TCO 





AUTOMOBILE MARKETING PRACTICES 131 


surance, or automobile industry. The opinions that I shall express 
here today will be my own, and are based upon personal observation 
and experience. 

I have found the insurance industry to be composed of men of in- 
tegrity and good business sense, operating entirely in the public in- 
terest. Those who do not qualify under this designation are few in 
number. While I have had no direct supervision of lending institu- 
tions, [ have observed that, generally, they have the same good reputa- 
tion as those in the insurance industry. However, lack of stringent 
finance regulations, in many instances, results in the possibility of 
more abuses of public interest than can be found in the insurance 
industry. 

During the year 1955, information was made available to the de- 
partment which made it necessary to completely investigate the placing 
of insurance covering purchasers of automobiles under deferred-pay- 
ment plans within the Commonwealth. With the knowledge that 
such an investigation would turn up complex insurance-coverage sit- 
uations, a special team of examiners, partially familiar with this phase 
of the business, was assembled and a principal examiner of the division 
was named to supervise this team. After many months of painstaking 
investigation, the supervisor reported that in the course of investiga- 
tion they had encountered major abuses, as follows: 

1. In insurance agency A, it was found that rebating on a monthly 
basis had been the practice for over a year and a half. This particular 
insurance agency rebated on the basis of 10 or 15 percent per month 
of the net premiums written, to various finance companies and automo- 
bile dealers. 

2. In the general insurance agency B, a licensed broker employed 
by this agency was more or less a “front man” who acted in their 
behalf in the matter of automobile time-sales business with various 
banks because the general agency did not desire to become involved in 
case any illegal operation was discovered regarding rebating. This 
so-called front man had an insurance agency of his own and wrote all 
of the automobile time-sales business on a master policy through this 
agency and brokered this type of business through the general insur- 
ance agency B. 

In the writing and servicing of the certificates of insurance custom- 
arily issued under the above master policy, a number of clerical and 
mechanical operations were necessary, and a servicing corporation 
formed in a State outside the Commonwealth of Massachusetts entered 
into an agreement with the insurance agency to provide such services 
under the master policy. It may be pointed out here that this servicing 
corporation had no employees whatsoever, but existed in name only. 
It was revealed that the insurance agency would forward monthly, to 
the servicing corporation, fees in the amount of $15 for each policy 
or certificate issued under the agreement, and the servicing corporation 
in turn would pay the identical amount to the various banks involved. 
It was further found that another insurance agency in suburban 
Boston used this same servicing organization to pay a certain bank 
an amount equal to 20 percent of the net monthly premiums written. 

3. During another investigation of a general agency in Boston, it 
was found that written agreements were, in effect, calling for the pay- 
ment directly to some of the larger banks and finance companies in 
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the Commonwealth of Massachusetts the sum of $15 for each certificate 
or policy issued to the time-sales buyer. fia 

4. In another instance, a general insurance agency operation in the 
automobile time-sales field was found to be employing an out-of-State 
statistical organization as a subterfuge to return a percentage of net 
monthly premiums of the financed automobile physical-damage insur- 
ance to banks, finance companies, and automobile dealers. 

5. Again, in the instance of another large general insurance agency 
which was doing business with one of the larger banks in the city of 
Boston and using a master policy of an out-of-State company that 
had filed deviation rates with the Massachusetts Insurance Depart- 
ment permitting them to write automobile physical damage business 
at a certain percentage off of manual rates, it was found that this par- 
ticular bank placed in the hands of every automobile dealer who was 
doing business with them, a set of charts which included the actual 
car value coverage and $50 deductible collision insurance that would 
be provided by the master policy written at manual rates. The instruc- 
tions from the bank to the automobile dealer on the above-mentioned 
chart stated as follows: 


The following charts include actual value comprehensive coverage and $50 


deductible insurance which will be provided under a master policy written at 
less than standard manual rates. The figures used in the charts are the equiya- 
lent of manual rates. The cost of insurance to the purchaser is the actual 


premium and the difference in the actual premium and the figures shown on the 
charts form part of the finance charge. 

After further investigation of this particular operation, it was 
found that certain automobile dealers doing business with this bank 
were charging the automobile buyer 100 percent manual rates on their 
sales invoices. However in most instances, these rates were Iump- 
summed in one figure with the financing charges. 

6. During other investigations of certain insurance agencies, it was 
found after a financial audit of the books that the individual owners 
of the agencies could not account for the large discrepancies in income 
and disbursements as shown on their records. In these instances and 
by the admission of one individual insurance agency, cash rebating to 
automobile dealers and financial institutions had been taking place 
in consideration of receiving the automobile physical damage insurance 
business. 

7. In the instances of a smaller insurance agency in downtown 
Boston, investigation revealed that rebating was occurring through 
an insurance adjuster who passed the rebates on to a certain suburban 
bank in lieu of receiving all the claims adjusting from this particular 
bank. 

The above types of rebating operations were not limited to the 
Boston area alone. Investigations revealed that the same type of 
operations were found to exist quite widely in the Worcester County 
area, Springfield, Pittsfield, Lowell, Lawrence, and various other 
cities and towns in the Commonwealth of Massachusetts. Ia was also 
found that various insurance agencies would cover up rebating on their 
financial records by charging said payments to accounts such as auto- 
mobile claims, return premiums, legal fees, et cetera. It is a common 
practice for various insurance agencies and licensed personnel to sign 
physical damage policies and certificates in blank and to have the 
pertinent underwriting data inserted by either banks, finance com- 
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panies, servicing organizations, and automobile dealers. In one in- 
stance, it was noted that an insurance adjuster’s office was used to 
paste ditto slips with the required underwriting information on the 
policy and mailed out said policy to the time sales buyer. 

In the course of our investigation, it was found that many so-called 
“plans” had been introduced into the Commonwealth of Massachusetts 
for the purpose of circumventing rebating laws by out-of-State 
interests. These so-called “plans,” serviced banks, contacted the auto- 
mobile dealers, repossessed cars, and performed many other related 
duties. It was revealed that the head of one of these so-called “plans” 
lived in a State far removed from the Commonwealth of Massachu- 
setts and held a nonresident broker’s license in this State. This gen- 
tleman organized two Massachusetts corporations for the purpose of 
dealing with banks and to sell to said banks contracts of automobile 
conditional sales of new or used motor vehicles. These corporations 
placed employees in the banks to service the various time-sales 
customers. 

In the instance of another plan which is in operation in Massachu- 
setts, out-of-State interests incorporated their own insurance agency, 
servicing organization, adjusting service and also made arrangements 
with automobile dealers to finance through a particular bank. In this 
plan the servicing organization would handle all deals for the bank 
for a certain percentage of the financial charges and insurance charges, 
Insurance premiums would flow through the “plans” insurance agency 
to the servicing corporation and passed on to another out-of-State 
holding company and finally wind up by being paid to the unlicensed 
originators of the automobile time sales. 

Also, a well-known national financing institution has a plan in 
effect whereby the banks place the insurance business through a gen- 
eral insurance agency for a small commission. This general insur- 
ance agency does not countersign the policy but instead a gentleman 
far removed from the scene of said operation is the countersigning 
agent of all the policies that are placed with an insurance company 
which is a subsidiary of the said financial company. This gentleman 
has no knowledge of insurance practices but was a salaried employee 
and special field representative for said company and is licensed as 
an agent of the subsidiary insurance company. Premium moneys are 
forwarded by the banks to the financial company who in turn forward 
premiums to a licensed Massachusetts brokerage corporation, who 
deducted the commission and then forwarded said net premiums to the 
related insurance company. 

In regard to the above so-called plans, it was revealed that private 
passenger differential charts were placed in the hands of automobile 
dealers. These charts included not only the automobile physical dam- 
age insurance rates but also additional charges alleged to be financing 
charges. 

Up until approximately 1 month ago, time sales buyers were ladened 
with a package deal lumping finance charges and insurance costs in 
one confusing figure on their conditional sales contracts. This oc- 
curred at the automobile dealer level and, in many instances where 
complaints were received by insurance departments, it was found that 
the time sales buyer had signed the said conditional sales contract 
in blank and was actually not aware of his cost until at a later date 
when he received said contracts in the mail completed with financial 











134 AUTOMOBILE MARKETING PRACTICES 


figures, insurance costs lumped together, and so forth. An act recom- 
mended by the insurance commissioner relating to contracts of condi- 
tional sales was enacted by the general court of this Commonwealth 
and became effective in June 1956, correcting a weakness in the law 
which would permit the lumping together of insurance and financial 
charges so that the purchaser could not know the specific amount for 
each. This practice frequently conceals exorbitant finance charges, 
so-called balloon notes and various package-deal charges. 

It has been further found that many automobile dealers and their 
salesmen, either out of the lack of knowledge of insurance laws, or 
through eagerness for additional automobile reserves set up by the 
financing f factors , act as unlicensed insurance brokers, coercing buyers 
into taking insurance, charging excessive rates and often misleading 
them into thinking that the “package plan” (credit, life, accident, and 
bail-bond insurance) is given free. 

Oftentimes a car buyer is forced to take insurance from a specific 
insurance company because he or she is subtly coerced into taking an 
insurance package, either because it is called a bargain, or that they 
have to take it if they want financing budget terms. The automobile 
buyer’s own insurance broker has been left out of the picture entirely 
and is unable to place physical damage insurance as requested by his 
customer because the financing factor refuses to receive the insurance 
policy. . 

Late in September of 1955 while on an out-of-State assignment, 
this insurance department investigating unit uncovered the practice 
. misclassifying automobile physical damage premiums by certain 

o-called specialty insurance companies in the automobile physical 
inal field. Upon further investigation, it was found that four 
specialty insurance company writers of automobile physical damage 
insurance were misclassifying Massachusetts residents in the amount 
of $100,000. Further investigation has revealed that many other 
companies were also guilty of this practice. It is now estimated that 
over $200,000 will be retur ned to Massachusetts residents. 

Certain practices among insurance agencies were discovered 
whereby one agency would place the automobile dealer’s business with 
a certain financing institution and the time sales buyer placed as a 
class I risk for insurance purposes, and the insurance agency would 
charge class II rates to the other insurance agency who was handling 
the insurance from the financing institution. This insurance investi- 
gating unit is now in the process of checking the policy files of many 
other out-of-State insurance companies licensed to do business in the 
Commonwealth of Massachusetts. 

Along with this practice of misclassifying, numerous complaints 
have been brought to the attention of the Massachusetts Insurance 
Department concerning the so-called package deal as sold by the var- 
ious automobile dealers throughout Massac shusetts. The cost of this 
so-called package deal varies from $15 to $21 per year of one 
The actual cost of this plan to the insurance agency is very muc 
lower and depends upon the time sales customer’s deferred financing 
balance. For example, if an automobile buyer finances a $1,000 de- 
ferred balance for 3 years, and a package plan was sold him at a cost 
of $18 per year, his ultimate cost for this package would be $54. 
Based on the approximate cost to an insurance agency of credit life 
insurance at 50 cents per $100, the credit life portion of this package 
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would be $5. The accident and so-called travel protection certificate 
or bail bond insurance coverage would be approximately $2, or a total 
cost of $7 per year and an ultimate 3-year cost of $21. The difference 
of $54 in insurance premiums charged the automobile buyer and the 
actual cost to the insurance agency of $21, is $33 in insurance pre- 
miums which is either returned to the automobile dealer's reserves, 
or portions rebated to the financing institution for originating volu- 
minous automobile physical damage and package deal insurance. 

It has also been uncovered by the investigating unit of the Massa- 
chusetts Insurance Department certain underwriting practices which 
leave the unwary automobile buyers of this State in a position 
whereby he is paying untold high insurance charges for automobile 
collision coverage. A certain out-of-State insurance company was 
found to be charging higher territory rates than those approved by 
the Massachusetts Insurance Department. 

They were found to be charging $50 deductible rates when a $100 
deductible was listed on the policy, charging rates which were higher 
after classification became effective on August 23, 1954, in the Com- 
monwealth of Massachusetts, and also after the classification revi- 
sions by the NAUA in August of 1955, and in addition to this type 
of underwriting practice, also misclassified their assureds. 

These misclassifications by the so-called specialty insurance com- 
panies are by no means accidental, nor can they be attributed to human 
error. Insurance department examiners, while examining dailies in 
the home offices of these companies, noted Hooper- -Holmes and retail 
credit reports attached to the dailies stating that no drivers under 25 
resided or drive the particular cars in question. The dailies them- 
selves would be rated as class II and such credit reports were attached 
to the dailies. 

This investigating unit of the Massachusetts insurance department 
also has in its possession at the present time automobile collision insur- 
ance charts which have been placed in the hands of various automo- 
bile dealers by a national financing company to be used for time- 
payment plans on new and used cars. These charts are originally 
calculated from finance charts which include class II collision pre- 
miums. In other words, if an automobile time sales buyer actually 
rates class I or class ITI, he is still charged the highest rate—class II. 
The instructions to the automobile dealer further states that if the 
customers feel that they are being overcharged, or are eligible for 
preferential collision rating in class I and class III the so-called 
adjustment charts for these classes are to be employed. 

It was interesting to note that following our examiners’ visits to 
various insurance companies, agencies, banks, and financing institu- 
tions, officers or representatives of these concerns, many of whom were 
entirely unaware of the exact operations of their time-sales depart- 
ments, made hasty efforts to correct the situation. Subebhendabes the 
Massachusetts Bankers Association adopted a code of ethics follow- 
ing these disclosures and their entire membership, as far as we have 
been able to learn, adopted the philosophy of the code. Insurance 
company and general agency executives cooperated fully with the 
department and indicated that they desired to erase abuses which they 
claimed had been forced upon them by competition, particularly from 
finance companies. I should like also to point out that in general 
rebating abuses did not have a direct financial effect on the public, 
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inasmuch as it in the main consisted of the improper sharing of com- 
missions which are an integral part of the manual rate on file with 
the rating section of the division. 

It was found that the car purchasers who had policies in their pos- 
session issued by so-called deviating rate companies has been charged 
the higher manual rates, and that approximately $10,000 of over- 
charges extracted in this manner were found by our investigators. 
These moneys were, at the direction of the department, promptly 
refunded to car purchasers who were unaware of this situation. Of 
all the schemes used, Massachusetts car buyers were hardest hit by 
the misclassification abuses practiced by one insurance company and 
a few so-called captive insurance companies closely affiliated with 
major finance corporations, and to a lesser degree a small number of 
agents who specialized in the handling of volume physical damage 
insurance on financed automobiles. 

When misclassification was first reported to me and discovered to 
exist in Massachusetts, the special investigating team was immediately 
concentrated with full strength on this phase. 

Our examiners, in visiting a company located in Baltimore, Md., 
found that this organization had already been in contact with its 
assureds countrywide—— 

Senator Monroney. Mr. Humphreys, I believe at this point it would 
be better, since this involves companies on a national basis—which is 
largely the testimony we have had—if you would favor the committee 
with naming these companies so we will be able to determine their 
character and their operations. It would be a little misleading in the 
record, otherwise, I think. Your other statements—on the rebating 
practices by agencies—I believe you said did not affect the general 
public except as to destroy the character and the knowlelge and proper 
care for the writing of insurance policies. 

Mr. Humpnreys. That is correct. 

Senator Monroney. That is why in Massachusetts your agents have 
to take an examination. They are thus licensed. In order to get 
around that, various subterfuges were used, which you have uncov- 
ered—in rebating and use of dummy corporations and so-called service 
organizations, out-of-State corporations, and things of that kind; is 
that correct ? 

Mr. Humpnreys. That is correct. 

Senator Monroney. If you would favor the committee, I think since 
the public has been the one that has been victimized to a considerable 
degree in this insurance overcharging on the misclassification of col- 
lision damage risks, I believe it would be advisable if you would put 
the names in the record at this point. 

Mr. Humeureys. Mr. Chairman, you will appreciate that when we 
drew this release we were not aware of that. 

Senator Monronry. You are doing it at the request of the commit- 
tee, I appreciate that, but we have had this previous testimony on 
these companies; our staff has been in cor respondence with them. It 
is no surprise to them that they are being studied. So I believe that 
if you could favor the committee with that it would help to keep the 
record clear. 

Mr. Humrnreys. I will be glad to do so, Senator. 

Our examiners, in visiting the Calvert Fire Insurance Co., located 
in Baltimore, Md., found that this organization had already been in 
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contact with its assureds countrywide, following an internal proce- 
dure they had previously adopted. The company’s individual policy 
files on Massachusetts business were examined in detail and as insufli- 
cient information was contained therein to properly classify Massa- 
chusetts car owners 

Senator Monronry. On the previous page, page 9, at the bottom, 
you say: 





Of all the schemes used, Massachusetts car buyers were hardest hit by the 
misclassification abuses practiced by one insurance company and a few so-called 
captive insurance companies closely affiliated with major finance corporations, 
and, to a lesser degree, a small number of agents who specialized in the handling 
of volume physical damage insurance on financed automobiles. 

Now, could you give us the name of that company ? 

Mr. Humpurrys. The American Fidelity & Casualty Company of 
Richmond, Va. 

As the chairman probably knows, there has been a change in the 
operation of the American Fidelity & Casualty Co.—a change in 
management——but that is the company. 

Senator Monroney. You may proceed. 

Mr. Humpureys. Our examiners, in visiting the Calvert Insurance 

located in Baltimore, Md., found that this organization had 
already been in contact with its assureds, count try wide, followi ing an 
internal procedure they had previously adopted. The company’s in- 
dividual policy files on Massachusetts business were examined in 
detail and, as insufficient information was contained therein to prop- 
erly classify Massachusetts car owners, the company was requested to 
make an IBM run for all Massachusetts class II business from the 
inception of classification in Massachuestts—August 23, 1954, through 
September 1, 1955. The company complied with our request and a 
listing of 2,500 names of Massachusetts residents, their addresses and 
policy numbers, were returned to Massachusetts, and form letters were 
sent out from the division of insurance requesting further information 
from the assureds, in order that they could be properly classified. 
unticeiinn of these files disclosed that in a few instances Hooper- 
Holmes reports were attached, stating no under-25-drivers resided in 
the household. Yet the policies were classified as class II. As of 
this date, our records show that $83,272.18 in overcharges has been 
returned to car purchasers. In fairness to this company, our exam- 
iners again rechecked it within the last 2 weeks and it is their feeling 
the company has made an honest effort to clean house as far as we 
in Massachusetts are concerned. 

Our examiners next visited an insurance company located in New 
York City, the Service Fire Insurance Company of New York, and re- 
quested IBM tabulations of automobile physical-damage premiums. 
Resistance was encountered in this company and its president was 
amazed that the Massachusetts department had its own procedure set 
up for the handling of misclassification overcharge refunds. He 
stated that they had “geared their IBM equipment to -make a national 
run by States, classification, and premiums and that it would be a 
month and a half before t: abulations by States would be available. It 
appeared inadvisable at this time to upset this IBM national statistical 
run in force as of January 30, 1955. Therefore, we agreed to wait 
delivery of the Massachusetts run when available. Examination of 
the questionnaire the company was using to contact its assureds under 
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its refund ~~ disclosed that the assured was required to have the 
completed form notarized before returning it to the company. An 
official of this company was advised that inasmuch as the procure- 
ment of a notarized signature would cause the assured to incur an 
additional cost in or to get back overcharge refunds, each policyholder 
should be given an additional reimbursement of $1 to cover notary 
fee costs. The company official accepted our decision in this matter. 

Armed with the run from this company, our examiners visited the 
Massachusetts local office of the company and pulled files on each case, 
then pulled policy files not contained in this run but which had been 
written from the inception of classification in Massachusetts; namely 
August 23, 1954. The division then made direct contact by letter 
with each policyholder, and on the basis of the returned forms the 
amount of $25,386.26 was returned to Massachusetts policyholders at 
this date. This company is still subject to a further review by our 
examiners. 

It was then felt advisable to next contact all licensed insurance 
companies in Massachusetts whose business included the writing of 
automobile physical-damage coverage and all companies writing 
credit life, accident and health, and bail bond insurance written in 
conjunction with car sales. These companies were ordered to furnish 
the department with information relative to the name of agencies, 
banks, finance companies, automobile dealers, and the direct premium 
volume written and classification of same was requested from each 
of these companies. 

The examiners next visited the American Plan Corp. located in New 
York City which managed the automobile physical-damage writings 
of American Fidelity and Casualty Company of Richmond, Va. Our 
examiners, in pulling all files on business written through Massa- 
chusetts agencies, found $50-deductible collision rates charged policy- 
holders when the file actually showed a $100-deductible policy had 
been issued. Higher territorial rates were assessed on individual 
assureds that should have been classed in lower rated territories, rates 
used prior to filing of the classification plan were still being used; 
misclassification was also uncovered; and as a result of this investi- 
gation 3,500 questionnaire forms were sent to Massachusetts residents 
by the department and $12,895.34 has been returned to the policy- 
holders as of this date. This company is under review by the depart- 
ment examiners. 

Our examiners next visited the eastern office of Industrial Insurance 
Corporation of Iowa located in New York City. Files on Massa- 
chusetts business were pulled and our examiners noted that a great 
percentage proved to be complete in detail, and included Hooper- 
Holmes and retail credit reports attached stating that there were no 
under-25-driver residents. Despite this available information, many 
of these individuals were rated in class II. Again the department 
contacted all such persons direct by mail and on the basis of informa- 
tion returned, $11,874.54 was returned to Massachusetts policyholders. 
This company is currently under review by examiners of the division. 

Senator Monroney. For the purpose of amplifying the record as 
we go through it, you mentioned that 2 or 3 of these companies were 
under review. That means you are still searching their records to see 
if they have made the refunds that you feel are due the policyholders? 
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Mr. Humpnreys. That is right, and that includes the 1956 business. 
We are also looking at that. 

Senator Monronry. You are not even assuming that 1956 has been 
correct ed? 

Mr. Humrenreys. That is right. 

Senator Monronry. I see. | 

Mr. Humrureys. This same procedure was followed when our 
examiners visited the Emmeco Insurance Co. in South Bend, Ind. 
Policy files were pulled and examined in detail and as a result $3,- 
066.85 in premium moneys were returned to Massachusetts residents. 
‘This company is also under review by the examiners of the division. 

With the exception of the American Fidelity & Casualty Co., lo- 
cated in Richmond, Va., the four companies who were found to have 
misclassified policyholders are so closely affiliated with large finance 
companies as to be generally referred to as “captive companies” or 
specialty w riting companies. 

Senator Monronry. Now we have Service Fire, Calvert 

Mr. Humeureys. Industrial, and Emmceo. 

As a matter of fact, other companies mentioned yesterday do not 
write in Massachusetts. 

Senator Monroney. I see. 

Mr. Humenreys. There are those who contend that the widespread 
misclassification practices uncovered are merely mistakes which had 
remained undetected by all concerned. I will readily concede that 
this practice could well have commenced by mistake. However, I 
believe that those finance companies, the insurance companies, and 
captive insurance companies who benefited most by it soon had full 
knowledge, not only of what they were doing but also that they were 
wrong in doing it. The underwriting of automobile physical-damage 
insurance, even under the best of conditions, demands supervision by 
skilled persons, and there is no doubt insurance facilities as a pawn 
to increase profits, rather than to render service to the public, and 
the subsequent mishandling of their insurance companies has resulted 
in their getting burned fingers. 

In this keen competitive field of automobile volume insurance 
underwriting no new trick can be missed for long, and it was in- 
evitable that the second group to discover the misclassification gim- 
mick would be that small number of insurance agencies also special- 
ists in the auto volume field. Quickly observing that misclassifica- 
tion was a moneymaker and did not get the financial giants into 
difficulty, they, too, entered the field in a smaller way and in doing 
so they involved to a rel: atively minor degree a number of reputable 
insurance companies and reputable general insurance agencies who 
had previously relied upon these agents for ability and trustworthi- 
ness and thus did not have knowledge of the misclassification prac- 
tices being used on the bottom level in certain circumstances. As a 
result of the misclassification practices of these agents, 20 companies 
refunded to Massachusetts policyholders approximately a total of 
$60,000. 

To date from all sources there has been returned to Massachusetts 
policyholders a total of $173,000, and it is estimated that when com- 
pleted, the final total will approximate $200,000 as regard misclassi- 
fication. By adding to this total the overcharges extracted by means 
of rate deviation and other abuses which amounted to $10,000, the 
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grand total of moneys returned to Massachusetts policyholders will 
approximate $210,000. 

In depicting the experience of the Massachusetts department, I 
should like to State that despite the severity of these abuses, we have 
the sincere and honest belief that ample authority exists in our State 
to contain such abuses and prevent the repetition of misclassification, 
deviation, or other practices that we can foresee. We have, therefore, 
not only corrected these abuses but we have taken strong steps to 
prevent reoccurrence to the end that the citizens of the Commonwealth 
will be fully protected in the future. To save repetition of facts pre- 
viously noted which must of necessity be included in this finding and 
order, in closing I will read the pertinent provisions which state the 
action I have taken and will leave with you the actual rules and regu- 
lations we have adopted for use in Massachusetts. 

Mr. Chairman, reading just the title of this on the first page, it is 
the “Finding and Decision in Re Code of Rules and Regulations Relat- 
ing to Physical Damage Insurance on Motor Vehicles Purchased on 
a Financed or Deferred Payment Plan.” 

We skip the next five pages which more or less restate what I have 
discussed 

Senator Monroney. You have already covered that? 

Mr. Humpnreys. Yes, and down below the middle of this page, 
page 6: 





To cope with the situation outlined above, it is essential to— 

1. Adopt a revised code of rules and regulations relating to physical-damage 
insurance on motor vehicles purchased on a financed or deferred-payment plan. 

2. Enforce the insurance laws, the rating laws, and the Unfair Trade Practice 
Act to their fullest extent. 

3. Make an effort to obtain legislative approval of House bill 1301 of 1957 
or a similar type bill which requires the cost of physical damage insurance to 
be stated specifically and the cost of each of the other coverages to be stated 
separately and which places a lid or ceiling on finance charges. [The insurance 
department favored House bill 1301 at the public hearing held thereon. |] 


Senator Monroney. That has since been passed ? 

Mr. Humpnreys. No; we had one bill passed last year which broke 
up the lumping of insurance and finance charges. This is a further 
breakdown, this breaks down actual insurance coverages, so they 
cannot be lumped with so-called package provisions other than 
insurance. 

The insurance department proposes to continue to conduct inves- 
tigations in the automobile physical-damage field to ascertain whether 
or not there is compliance with pertinent statutes. 

My decision is as follows: 


1. The rules and regulations relating to insurance on financed or mortgaged 
automobiles or automobiles purchased on a deferred-payment plan adopted and 
promulgated on March 16, 1938, by the commissioner of insurance are hereby 
annulled effective at 12: 01 a. m., Monday, April 22, 1957. 

2. Under the authority of General Laws, chapter 174A, section 15 (d) and 
chapter 175A, section 15 (D), the attached Code of Rules and Regulations 
Relating to Physical Damage Insurance on Motor Vehicles Purchased on a 
Financed or Deferred Payment Plan is hereby adopted and promulgated by 
the commissioner of insurance and is incorporated and made a part of this 
document. 

‘This code of rules and regulations shall be effective at 12:01 a. m., Monday, 
April 22, 1957, on all policies and certificates issued or renewed thereafter. 

All companies are hereby required to have on file with the insurance depart- 
ment copies of policy forms insuring motor vehicles purchased on a financed 


: 
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or deferred payment plan for physical damage for at least 7 days before issuance. 
Companies which have filed policy forms may continue to use said forms 
provided they comply in every respect with pertinent statutes and with this 
code of rules and regulations. 
A judicial review of this finding and decision and of the code of rules incor- 
porated herein may be obtained by appeal to the supreme judicial court. 


Then there are citations of law and this was filed yesterday, on 
March 18, with the division of insurance. I shall not read these rules 
and regulations because they apply to Massachusetts. 1 am merely 
leaving them with the committee for your perusal of the same. 

(The material referred to is as follows:) 


THe COMMONWEALTH OF MASSACHUSETTS, DEPARTMENT OF BANKING AND 
INSURANCE 


FINDING AND DECISION 


In re code of rules and regulations relating to physical damage insurance 
on motor vehicles purchased on a financed or deferred payment plan 


During the years 1955 and 1956, information was received by the insur- 
ance department to the effect that many purchasers of motor vhicles under a 
financing or deferred payment plan had been charged improper rates; had had 
their risks improperly classified, were not charged the proper territorial rates, 
did not receive insurance policies ; in the cases of coverages under master policies 
did not receive certificates, and had difficulty in receiving unearned premiums 
when their policies were canceled. 

Insurance department examiners were assigned by me for the purpose of 
investigating these complaints and obtaining information regarding the same. 

From the information which developed as a result of this investigation, it 
became apparent that there were many violations of the rating laws, namely, 
chapters 174A and 175A of the General Laws of the Commonwealth and also 
various sections of chapter 175 and the Unfair Trade Practice Act, chapter 
176D. 

After giving public notice as required by section 3 of chapter 30A of the gen- 
eral laws, a public hearing on the question of revoking rules and regulations 
promulgated by the commissioner of insurance on March 16, 1938, relating to 
insurance on financed or mortgaged automobiles or automobiles purchased on 
the deferred payment plan and the adoption and promulgation of a code of rules 
and regulations relating to physical damage insurance on motor vhicles pur- 
chased on a financed or deferred payment plan, as authorized by paragraph 
(d) of section 15 of chapter 174A and paragraph (D) of section 15 of chapter 
175A of the General Laws, was held on Friday, July 13, 1956. 

Notice of this hearing was published in newspapers printed in each of the 
following cities: Boston, Worcester, Springfield, Newburyport, Gloucester, Pitts- 
field, Fall River, New Bedford, Haverhill, Holyoke, Lawrence. 

The hearing was called to order at 9:30 a. m. and a stenographer was sworn 
and recorded the evidence and transcribed the same. There were about 100 
persons present at this first hearing. 

Right persons testified, including a principal insurance examiner of the insur- 
ance department, who was in charge of the investigation. 

Evidence taken at this hearing was to the effect that: 

1. In many cases policies of insurance were not issued to the purchaser 
of the financed motor vericle. 
2. In cases where master policies were issued to the automobile dealer, 
the insured did not receive any insurance certificate. 

3. Rebates had been allowed to automobile dealers by insurance brokers 
and agents. 

1. Excessive rates were charged insureds. 


5. Policies and certificates had been signed in blank before issuance. 
5 


6. Rate charts were used improperly. 
7. Unlicensed persons were acting in the negotiation of insurance policies. 
8. There was coercive action in connection with the placing of the insur- 


ance on financed motor vehicles. 
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9. Many risks were misclassified as to the age of drivers of the automobile 
insured. 

10, Insureds were forced to take “package deals.” 

11. Unearned premiums were not returned to the insured on cancelation. 

12. Insureds were charged premiums for $50 deductible policy but re- 
received a deductible policy of $100 at the $50 deductible rate. 

13. There were territorial misclassifications resulting in higher than 
normal premiums. 

14. Full cost of insurance was not stated to the purchaser. 

15. Purchaser of motor vehicle on finance plan received no statement 
setting forth his insurance coverage. 

Shortly before adjournment I announced that the hearing would be recon- 
vened at a later date which would be advertised in the newspapers. 

After the conclusion of the first hearing and upon a review of the evidence 
received, I was satisfied that in order to preserve the integrity of the rating 
laws, it was necessary that there be promulgated and adopted a new code of 
rules and regulations relating to physical damage insurance on motor vehicles 
purchased under a financed or deferred payment plan. 

Thereupon in consultation with members of the insurance department staff, 
a set of proposed rules and regulations was formulated and notices of a re- 
convened hearing to be held on Thursday, January 17, 1957, were advertised in 
newspapers in the same cities as specified above. 

This notice included a statement to the effect that copies of the proposed 
rules and regulations were available at the Massachusetts Insurance Depart- 
ment upon request made by any person. 

The reconvened hearing commenced at 9:30 a. m. on Thursday, January 17, 
1957. A stenographer was sworn and recorded the evidence at the reconvened 
hearing and transcribed the same. 

The proposed code of rules and regulations was read into the record at this 
hearing by me and ail persons present were invited to make suggestions relat- 
ing to changes, modifications, or additions to the same. 

At the reconvened hearing there were many suggestions and changes in the 
proposed code made by persons present and several suggested changes were 
received through the mail. 

No objections to jurisdiction or to the admission of evidence were raised at 
either of the hearings. 

After giving careful consideration to the proposed changes and modifications 
introduced at the hearing, I reviewed the proposed code of rules and regulations 
and introduced many of the suggestions that were received at the reconvened 
hearing into the final code. 

Evidence at both hearings convinced me that grave violations of the insurance 
laws and the Unfair Trade Practices Act occur in the offering of package insur- 
ance plans and certain types of coverages to purchasers of motor vehicles who 
finance the purchase thereof. The purchaser is not apprised of the costs of 
the various coverages offered, of the duplications of many coverages, and of the 
nonapplicability of certain coverages to the finance or sale transaction. 

In many cases the finance charges are not clearly separated from the insur- 
ance charges and the separate charges of the different types of insurance cover- 
ages and the value of said coverages are not disclosed. In these transactions 
the purchaser-borrower is in a real sense a captive prospect of the dealer and 
financing agency for insurance purposes and does not have the opportunity to 
exercise a full, intelligent, and free election with respect to the insurance, which 
opportunity is guaranteed him by the requirements of the agent’s and broker’s 
laws and the anticoercion law, the prohibition against the offering or giving 
of inducements to insurance, the prohibition against deception and misrepre- 
sentation, and the prohibitions against unfair and deceptive acts and practices 
in the business of insurance. Specific reference is made to violations of the 
following statutes: Chapter 175, section 181 (misrepresentation to insured pro- 
hibited), section 182 (rebates prohibited including the giving, selling, purchas- 
ing, or offering of inducements or anything of value in connection with the sale 
of insurance), section 183 (acceptance of rebates prohibited), section 177 (com- 
pensation to unlicensed persons forbidden), section 175 (penalty for pretending 
to be agent, broker, etc.), sections 163, 166, and 174C (requiring an agent or 
broker to hold himself out and carry on business in good faith as an agent or 
broker, and prohibiting an agent or broker from receiving more than 10 percent 
of his total commissions for insurance on property or any interest therein of the 
agent or broker, his employer, affiliate, etc.), section 194E (anticoercion law, 
prohibiting any requirement that a purchaser or borrower purchase insurance 
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through a particular insurance company, agent, or broker), chapter 176D, sec- 
tion 3 (prohibited trade practices), sections 4 and 9 (unfair methods of compe- 
tition or unfair deceptive acts or practices). 

In connection with the issuance of individual credit life insurance policies, 
there was evidence of many violations of the rebating statutes and of the Unfair 
Trade Practice Act. 

The insurance department intends to scrutinize the operations conducted in 
the issuance of such policies to determine whether or not proper information, 
to the effect that group life insurance may be available to the purchaser as well 
as relating to the rates charged, has been made to the purchaser or borrower. 

In my opinion, it is an unfair trade practice within the provisions of section 9 
of chapter 176D for any automobile dealer or finance company or lending agency 
to require the agreement of a purchaser to contribute to, or pay the cost of any 
insurance in which the automobile dealer, finance company, or lending agency 
does not have an insurable interest. On receipt of proper evidence by the insur- 
ance department and after notice and hearing, prosecutions will be brought 
under chapter 176D against violators. 

To cope with the situation outlined above, it is essential to: 

1, Adopt a revised code of rules and regulations relating to physical dam- 
age insurance on motor vehicles purchased on a financed or deferred pay- 
ment plan. 

2. Enforce the insurance laws, the rating laws, and the unfair trade prac- 
tice act to their fullest extent. 

3. Make an effort to obtain legislative approval of House bill 1801 of 1957 
or a similar type bill which requires the cost of physical damage insurance 
to be stated specifically and the cost of each of the other coverages to be 
stated separately and which places a lid or ceiling on finance charges. (The 
insurance department favored House bill 1301 at the public hearing held 
thereon. ) 

The insurance department proposes to continue to conduct investigations in the 
automobile physical damage field to ascertain whether or not there is compli- 
ance with pertinent statutes. 

My decision is as follows: 


1. The rules and regulations relating to insurance on financed or mortgaged 
automobiles or automobiles purchased on a deferred payment plan adopted and 
promulgated on March 16, 1938, by the commissioner of insurance are hereby 
annulled effective at 12:01 a. m., Monday, April 22, 1957. 


ny 


. Under the authority of General Laws, chapter 174A, section 15 (d) and 
chapter 175A, section 15 (D), the attached code of rules and regulations relat- 
ing to physical damage insurance on motor vehicles purchased on a financed or 
deferred payment plan is hereby adopted and promulgated by the commissioner 
of insurance and is incorporated and made a part of this document. 

This code of rules and regulations shall be effective at 12:01 a. m., Monday, 
April 22, 1957, on all policies and certificates issued or renewed thereafter. 

All companies are hereby required to have on file with the insurance depart- 
ment copies of policy forms insuring motor vehicles purchased on a financed or 
deferred payment plan for physical damage for at least 7 days before issuance. 

Companies which have filed policy forms may continue to use said forms pro- 
vided they comply in every respect with pertinent statutes and with this Code 
of Rules and Regulations. 

A judicial review of this finding and decision and of the code of rules in- 
corporated herein, may be obtained by appeal to the supreme judicial court. 

See: General Laws, chapter 174A, section 18 (c) ; General Laws, chapter 175A, 
section 19 (C); General Laws, chapter 30A, section 7. 


JosePH A. HUMPHREYS, 
Commissioner of Insurance. 


») 


Monday, March 18, 1957. 
Filed in the office of the commissioner of insurance. 
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MASSACHUSETTS 


Code of rules and regulations relating to physical damage insurance on motor 
vehicles purchased on a financed or deferred payment plan 


To All Insurance Companies Doing Business in the State of Massachusetts In- 
suring Financed or Mortgaged Automobiles, or Automobiles Purchased on 
the Deferred Payment Plan: 


Effective on and after 12:01 a. m., Monday April 22, 1957, in the Common- 
wealth of Massachusetts on all policies or certificates of insurance issued or re- 
newed thereafter. 

Every purchaser of an automobile under a financing or deferred payment plan 
and every person who places a chattel mortgage for which an automobile is the 
security, whose car is insured, shall receive either— 

An insurance policy, or 

A certificate of insurance if the car is insured under a master policy is- 
sued to a common vendor or finance company, or 

A proper endorsement form attached to a Massachusetts compulsor) 
motor vehicle form or a national standard automobile policy, or 

A Massachusetts compulsory motor vehicle liability insurance policy com- 
bination form, including physical damage coverage. 

If an individual physical damage policy is issued, the premium charge shall 
be stated separately therein for each coverage. If an endorsement form is used 
or a combination policy is issued, the premium charge for each coverage shall 
be stated separately on the declarations page of the policy. 

The policy or certificate of insurance shall be countersigned by a bona fide 
resident agent of this State. Said resident agent shall have readily available 
all records pertinent thereto in the Commonwealth of Massacusetts for inspectio 
by the insurance department. 

If a certificate is issued, it shall contain the following information: 

The name of the insurance compapby. 

The number of the master policy. 

Certificate number. 

Name and address of purchaser of the automobile (certificate holder ) 

Description of the automobile insured. (This should include the trad: 
hame, year, model, engine number, maker’s number, information as to 
whether or not the subject matter of the insurance is a new or used car.) 

A notice be contained therein in boldface type to the effect that the cer- 
tificate holder may obtain a policy upon application to the company’s Massu- 
chusetts agent or home office (stating name and address of same) and als: 
information that a copy of the policy form may be seen at the Massachu- 
setts Insurance Department, 8th floor, 100 Nashua Street, Boston. 

Premium or rates shall be in conformity with those filed by or on behali 
of the issuing company with the commissioner of insurance and shall be 
represented to the insured or certificate holder on an annual basis and sep- 
arately stated for each coverage. 

Information as to whether or not there are any encumbrances on the in- 
sured automobile, to whom, and the amount of same. 

Conditions relative to notice and proof of loss. 

Cash sale price of the automobile to the point of delivery. 

The types of coverage afforded by the master policy in respect to tl 
insurable interest of the certificate holder. 

The limits of liability. 

The date and term of the insurance contract or certificate period which 
must coincide with the period for which the premium is charged. 

Classification of risk. 

If insurance is on a deductible form, there shall be a statement to that effect i: 
cluding the deductible amount in a prominent place on the face of the policy o 
the endorsement form or certificate. 

Other provisions may be included in the policy form, certificate, or endorse 
ment if such other provisions are not in violation of law or of these regulations. 

Each blank on the policy or certificate must be completed before an agency 
signature is affixed thereto. 

Policies and certificates shall be printed in not less than 8-point type. 

Policy “exclusions” are to be identified prominently. 

Automobile physical damage policy and certificate forms of mutual compa- 
nies or participating stock companies shall contain a provision that the com- 


oe 
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pany will not recognize any assignment of dividends made before such dividends 
are declared by the company’s board of directors or committee having powers of 
the directors. 


Upon cancellation of any coverage of a certificate holder under a master pol- 
icy either by the insurance company or the master policyholder, unearned pre- 
mium shall be forwarded to each certificate holder unless the latter has exe- 


cuted a power of attorney authorizing payment of the unearned premium to the 
master policyholder. 


Whenever a rate chart or manual is used, rates shall be identical with those 
filed by or on behalf of the insurance company with the commissioner of in- 
surance and such rates shall be separately stated for each coverage. 

Application forms for physical damage insurance on a financed automobile 
shall not contain application for any form of insurance coverage other than 


coverage in which the automobile dealer or finance factor holds an insurable 
interest. 

No person other than a regularly licensed insurance agent or insurance broker 
shall take an application for a policy of physical damage insurance, life in- 
surance, or accident and health insurance, or a bail bond in connection with the 
sale and purchase of a motor vehicle. 


Whenever a company elects to set up a defense under a policy provision that 
is not stated in the certificate of insurance, notice must be given to the certificate 
holder by registered mail. 

Just before completing entirely, Mr. Chairman, I should like the 
opportunity to record the president of the National Association of 
Insurance Commissioners, who is Commissioner Robert Taylor of 
Oregon ; he desires that the asociation be recorded as in every way in- 
tending and quite willing to cooperate with this committee in solving 

the problems that are now before it, and I should just like to make 
one more comment : 

I noted from the newspapers that it has been charged that over 30 
companies have failed to respond to questions put to them by the 
National Better Business Bureau organization, and as an insurance 
commissioner, Mr. Chairman 

Senator Monroney. Thirty States, I think it was. 

Mr. Humpureys. As an insurance commissioner, sir, I would most 
respectfully like to point out that many of these commissioners are 
personal friends, and I have long knowledge of them. They are 
sincere and devoted public servants. Many of them have laws that 
will prevent their disclosing information to private sources, especially 
when cases are under consideration by the department. 

In other words, while they might like to make disclosures they 
cannot do so, and that may somew hat point out the discrepancy that 
may exist between the charges and the fact that returns have been 
made in these States. 

[ can’t speak for the individual commissioners, but I know many 
of them are actively working at this time, but cannot at this time 
make public statements concerning same. 

Sentor Monroxry. In other w ords, they are seeking to get refunds 
for these people who have been overcharged, but under the law they 

‘annot reveal the company names or even indicate what they are 
doing for them ? 

Mr. Humenreys. That is correct, because in most instances they 
are required by statute to have hearings on company licenses or any- 
thing affecting the company’s name, they would be most certainly 
required to go very slow in making disclosures, unless they had come 
up with a final decision on that, just for the information of the com- 
mittee. And, further, Mr. Chairman, we would be glad to submit 
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to any questions you may have, Mr. Chairman, and Mr. Kelleher 
will, also. 

Senator Monroney. We thank you very much for the very com- 
pleteness of your statement, and for the pattern which you have set 
in Massachusetts to diligently follow through to the securing of all 
refunds possible from the overcharges. 

One of the things that impresses me in the statement is the fact 
that in your estimation, and you base that apparently on 30 years’ 
experience in the insurance field, it would have been plainly ridicu- 
lous for these misclassifications to have occurred without the heads 
of the insurance companies realizing they were going on. 

Mr. Humpnreys. I feel that is so. 

May I make one correction: Although I have been with the Com- 
monwealth 30 years, I have been with the division of insurance for 
about 10, so I would not like to say I have 30 years of experience with 
the insurance business. 

Senator Monronry. You mentioned in the opening statement that 
you have never been employed in the insurance business by any insur- 
ance corporation or company. 

Mr. Humpureys. That is correct, I have not been employed in 
private industry. 

Senator Payne. He was a pretty young man when he went to work 
for the Commonwealth. 

Senator Monronry. You state on page 12: 

I will readily concede that that practice could well have commenced by 
mistake. However, I believe that those finance companies, the insurance 
companies, and captive insurance companies who benefited most by it soon 
had full knowledge not only of what they were doing but also that they were 
wrong in doing it. The underwriting of automobile physical damage insurance, 
even wider the best of conditions, demands supervision of skilled persons, and 
there is no doubt in my mind that the executives of the captive companies, 
or any other companies who misclassified policyholders, would represent the 
most able men available in this highly competitive field. 

Mr. Humpnreys. That is correct, Senator. 

Senator Monronry. Now, did the State insurance commissioners 
have any statistical breakdown, or did they have to ask for it, them- 
selves, for the percentage of classification in the automobile collision 
field ¢ 

Mr. Humpnreys. Of course, sir, I cannot speak for the other com 
missioners. We sought it and required it. Whether they have done 
so individually I could not say, but we did require it. 

Senator Monroney. Did you seek it before this exposure of these 
gross misclassifications ? 

Mr. Humrureys. That would have been in October of 1955. It 
would have been within a month of the disclosure. 

Senator Monronry. Within a month of the disclosure you saw the 
exact figures? 

Mr. Humenreys. That is correct. 

Senator Monroney. And have worked on those since ? 

Mr. Humpnureys. That is correct, and we are still working on them. 

Senator Monroney. I believe when the National Association of In- 
surance Commissioners passed their resolution December 1955, you did 
not vote for that resolution ? 

Mr. Humpueeys. No, I did not, sir, but may I explain how that came 
up in the national association? It was in the sense of a resolution 
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for adoption by the plenary session of the national association, a 
report, and generally speaking those reports are routinely accepted. 
There was objection rendered ie one commissioner from Connecticut 
at that time. However, most experienced commissioners know that a 
resolution of that type, while it represents the feelings of many com- 
missioners it is not binding on any commissioner in the sense that his 
duties and his diligency he must maintain on a State level would super- 
sede any national organization. 

While it is interesting to note, nevertheless a commissioner was 
not bound by it and I can say frankly I had no intention of abiding 
by it. 

Senator Monroney. You had no intention of abiding by it because 
you didn’t think it went far enough ? 

Mr. Humrnureys. In my mind I knew classification began in Septem- 
ber of 1954, and we were going back to that date. 

Senator Monronry. That was the 30-percent differential ? 

Mr. Humpureys. That is correct, and I appreciate there may be 
difficulties in going back beyond that date in some States where drivers 
are no longer available, and you would have some problem of search- 
ing out persons whose policies had expired. 

However, we were fortunate in that September was the inception 
date, and we took advantage of that. We did not feel bound by the 
date. 

Senator Monroney. So you went clear on back to the September 
1953, date ; is that correct ? 

Mr. Humpureys. September 1954. 

Senator Monroney. And that has been the whole process for your 
recovery ? 

Mr. Hompnreys. That is correct. 

Senator Monronry. But that was the date you went on the 30- 
percent differential and not the original 10-percent differential ; is that 
correct ? 

Mr. Humpnureys. Approximately 35-percent differential. 

Senator Monroney. How do you account for only 7 out of the 14 
on the executive committee signing the resolution ? 

Mr. Humpureys. That doesn’t sound unusual to me, Mr. Chairman, 
because generally a majority of the signatures of the commissioners 
would be all that it would be necessary to sign the report. Seven 
names would appear to me to be a majority that was necessary. It 
could have been any member of the committee, and there might have 
been committee members who were not in favor of the report. I don’t 
know that. Iam not a member of that committee. 

Senator Monronry. But you were present when the resolution was 
adopted but did not vote for it ? 

Mr. Humenreys. No. 

Senator Monroney. Because you did not feel it went far enough. 

Do you feel it was a whitewash as the Better Business Bureau repre- 
sentatives testified ? 

Mr. Humpnreys. No; I could not say that, Senator. I believe my 
fellow commissioners are sincere in their efforts. I know it repre- 
sented a solution that had been offered to them by a group, now they 
could accept it or reject it, that is all that it was. 

Senator Monroney. Well, was it a solution or a compromise offer by 
one insurance company at that time, Service ? 
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Mr. Humpureys. It might well have been, but I would have as- 
sumed it was more than one. 

Senator Monronry. Well, Service Fire was the only one at that time 
engaging in the refunds. 

Mr. Humpnnrers. Perhaps. I was not on the committee, and I don’t 
know the feeling other than what did take place in the open plenary 
session, and one meeting I attended in Chicago. 

Senator Monronry. Was the press admitted to that meeting ? 

Mr. Humpureys. Not the executive meetings, but, of course, they 
were admitted to the general meetings. 

Senator Monronry. And after the resolution was adopted it was a 
matter of public record ? 

Mr. Humpnrey:. Yes. 

Senator Monroney. Did it receive much publicity ? 

Mr. Humrureys. We are in a location out of State, and right after 
the plenary session we take off and go home. I don’t recall seeing any- 
thing about it, Senator. I did not read the Jocal papers at that time. 

Senator Monronry. Now, I understood that immediately after 
this—some time a week or so later—you attempted to get the break- 
down of misclassification or the status of the classification—numbers 
and percentagewise—from the Service files in Massachusetts ? 

Mr. Humpnreys. That is right. 

Senator Monronry. And you sent your assistant to do that? 

Mr. Humpurerys. Yes. 

Senator Monronrey. We have a memo from your department that 
I would like to ask counsel to read. I think it might shed some light 
on this reluctance, apparently, of these companies to make public im- 
mediately this information. 

Mr. Bussy. This is a confidential memorandum that I requested and 
received from the Massachusetts department : 


To Commissioner Joseph A. Humphreys. 

From Thomas J. Kelleher, Jr., principal insurance examiner. 

Date: December 9, 1955. 

Re: Securing IBM tabulations from the Service Fire Insurance Co., of New York, 
1 Park Avenue, New York, N. Y., relative to the misclassification of automobile 
physical damage premiums, 

On the morning of December 7, 1955, I called at the executive offices of the 
above subject company and was informed that the president, Mr. Hmil C. Cher- 
venak, was in conference and could not be disturbed ; and also that Mr. Melbourne 
Bergerman, Esq., was in the building but that he could not be located. A Mr. 
Vetterman introduced himself to me and stated that he was vice president of the 
company and that he would be very happy to assist me. I informed Mr. Vetter- 
man that I had letters of introduction to Mr. Chervenak and Mr. Bergerman and 
my instructions were to secure IBM tabulations from August 1, 1954, through 
November 1955, on the automobile physical damage business written in Massa- 
chusetts. Mr. Vetterman stated that he could not act officially for the company 
and therefore it was impossible for him to make a statement. However, he 
promised me that if I returned at 2 p. m. that afternoon he would arrange to 
have Mr. Chervenak available and that I could discuss my mission with him. 

At 2 p. m. on the afternoon of December 7, 1955, I again called at the company’s 
offices and was immediately escorted to Mr. Chervenak’s office by Mr. Vetterman 
who had previously informed Mr. Chervenak of my mission. 

Mr. Chervenak proceeded into a long discourse relative to the expense and 
time that the company was undertaking on the proposal that had been placed 
before the NAIC executive committee at the New York convention during the 
week of November 28, 1955, and which had been voted upon by the commissioners 
and accepted. Mr. Chervenak stated that he had just signed letters to each com- 
missioner of the 48 States and the District of Columbia incorporating the “pro- 
posal,” and was amazed that the insurance commissioner of Massachusetts was 
taking exception to what had already been accepted by the NAIC executive com- 
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mittee. Mr. Chervenak further stated that a representative of the Connecticut 
Insurance Department was in his office on the previous day requesting the same 
data as I, but that it had been refused. 

I was given to understand that the company’s statistical department’s ma- 
chines were now geared to make a national run by States, classification, and 
premiums, and that it would be another month and a half before these tabulations 
would be available for each State. Mr. Chervenak stated that it would be impos- 
sible to give Massachusetts a run at this time under these circumstances, and, 
that if Massachusetts persisted in its demands, the insurance department would 
not receive tabulation data before April or May 1956. Mr. Chervenak further 
stated that he would much rather fight with 1 State (Massachusetts) and satisfy 
the other 47 States who had accepted the proposal rather than comply with the 
Massachusetts Insurance Department’s request at this time. 

It was at this point that I talked to you via the telephone and received further 
instructions. 

I informed Mr. Chervenak that my commissioner was willing to go along with 
the other insurance commissioners providing that no other State received prior 
preference, and that if the Massachusetts Insurance Department uncovered such 
treatment, it would hold Mr. Chervenak and his company full responsible. 

I was reassured by Mr. Chervenak that no State would receive prior prefer- 
ence, and that all States would receive their IBM tabulations simultaneously. 


End of confidential memorandum. 

Mr. Kelleher, I think, should be identified. 

Senator Monroney. Yes, Mr. Kelleher is the chief examiner. 

Mr. Bussy. This was the memorandum that you sent to the com- 
missioner at that time ? 

Mr. Ketiener. I did, sir. 

Mr. Bussy. I want to thank them for complying with the request 
of the subcommittee to submit this data to us. 

Senator Monroney. ‘Vhis took place about a week after the meeting 
of the American Association of Insurance Commissioners, did it not ? 

Mr. Ketienerr. I would say that was correct, sir. 

Senator Monronry. And you were merely following up to be sure 
that you were going to supervise the efforts made to refund the over- 
charges in Massachusetts ? 

Mr. Ketitener. What we had at that time, Senator, was to accept an 
IBM tabulation run from the company on a written basis from August 
23, 1954, that was the date of classification inception in Massachusetts, 
rather than an “in force” tabulation run as was proposed by the pro- 
posal of the NAIC executive committee. 

Senator Monroney. But would that give you the names and all the 
information ? 

Mr. Ketienrr. What it does, sir, is code. It probably more than 
likely would be coded by policy number, term, premium, and classi- 
fication. 

Senator Monroney. It wouldn’t give you the names or a mailing 
list ? 

Mr. Ketxteuer. No, sir; that you would have to get back at their 
central office and pull the dailies corresponding with the policy num- 
ber on the IBM run. 

Senator Monroney. But it would have given you a yardstick ? 

Mr. Ketiener. Yes. 

Senator Monroney. It did give youa yardstick ? 

Mr. Kenitener. Yes. 

Senator Monroney. What percentage of the policies did you find 
had been classified into class I and class IT? 

Mr. Ketiener. Well, at that time it was difficult to determine, 
Senator. We did accept Mr. Chervenak’s IBM tabulation run. We 
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examined every policy number on that tabulation. We then pro- 
ceeded over and above that tabulation to examine the dailies, as I 

inted out previously, that were written from inception, and possibly 
a been canceled prior to June 30, 1955, for reasons of paid-up financ- 
ing or cancellation for one reason or another. 

There would be a lot of business that would be missed on that earned- 
premium run. 

Senator Monronry. But you did have the basic percentages of 
which were class I and class IT ? 

Mr. Ketieuer. Sir, all that was on that tabulation at that time was 
what was class II. 

Senator Monroney. I see. 

Mr. Ketitener. At that moment it was the thought of the insurance 
department in consulting with the commissioner that we wouldn’t 
have too much worry as far as class I was concerned so we would 
concentrate our efforts with class IT and class ITI. 

Senator Monronery. Then you were told you could not get this 
material until it had been compiled on a nationwide State-by-State 
basis ? 

Mr. Kertiener. That is true, sir. 

Senator Monronry. But from that material could the company 
know and could the other States know the percentage of classification 
in the class I and class IT risks? 

Mr. Ketrener. No, sir; what they would know was what was classi- 
fied as class IT. 

Senator Monronry. But they would know what the percentage 
was in class IT? 

Mr. Ketiener. Well, they could get it either one or two ways, 
from the company that filed independent annual statements to each 
State, [ believe the date in our State is March 1, it is broken down 
as to premiums by State. 

Senator Monronry. As to classes ? 

Mr. Ketrener. No, not classes, premium moneys. 

Senator Monronry. It doesn’t show what classes ? 

Mr. Kerrener. No. 

Senator Monroney. So the only way you could get that would be 
from the IBM tabulations ? 

Mr. Ketriener. Yes, sir. 

Senator Monronry. And those would show readily the percentage 
of class II and, of course, if you know that you have a general gage 
State by State of how much misclassification had occurred there? 

Mr. Ketirner. Yes, sir. 

Senator Monroney. And do you recall what the class IT classifica- 
tion percentage was in Massachusetts? 

Mr. Ketiener. I could tell you, sir, what was accomplished and 
refunded, but I can’t tell you what the overall picture of class IT 
business, as far as the Service Fire was concerned in Massachusetts 
was. 

Senator Monroney. I see. Do you have it for all of them? 

Mr. Keriruer. I can supply the general breakdown in Massa- 
chusetts. 

Senator Monroney. If we could have that for the record. Now or 
later would be all right. 





AUTOMOBILE MARKETING PRACTICES 151 


Mr. Keuiiener. I have that, sir, for the record, sir. I am sorry. 
I thought you were referring to Service Fire alone. Are you referring 
to overall class business in Massachusetts ? 

Senator Monroney. Yes, I would like to have it by the companies 
that were misclassifying, and then the overall. 

Mr. Ketiener. Well, overall in Massachusetts, we use the yard- 
stick with compulsory insurance, our actuary has guided us on this 
particular figure, class I would be expected to be at least 70 percent. 

Senator Monroney. About 70 percent? 

Mr. Kertiener. Yes. Class IT would run possibly anywhere from 
22 to 24 percent, and class ITI would fall in at least 6 to 8 percent, sir. 

Senator Monroney. That is your general average? 

Mr. Keiiener. Yes, sir. 

Senator Monroney. Is there any way that you have that you know 
what these other companies were writing in class II? 

Mr. Ketiener. Yes, sir. Some time in March 1956 the commis- 
sioner sent a directive out to all companies writing physical damage in 
Massachusetts, ordering them to report back immediately the amount 
of business written in the financed automobile physical damage field, 
the name of agencies, the premiums, and the classifications, and that 
was complied with. This was after we had forwarded telegrams to 
various captive or specialty insurance companies in January of 1956. 
We have letters that we received back. 

Senator Monroney. Do those go back to the previous dates, August 
1954? 

Mr. Ketitrener. August 23, 1954, sir, the inception of classification. 

We have a record here of letters sent in by all companies licensed 
to do business in the physica! damage field. 

Senator Monronry. Would you give us those percentages? They 
are not broken down by companies? 

Mr. Ketiener. No, sir. 

Senator Monronry. Could you supply that for the record? I 
understand it is very voluminous, but can you summarize it for the 
purpose of the record ? 

Mr. Kenirner. I think we could. Could we forward a letter to 
the committee ? 

Senator Monroney. Yes, that will be satisfactory. 

(The material above referred to will be furnished. ) 

Senator Monronry. Now, one thing in this memorandum that I was 
wondering about: You say Mr. Chervenak proceeded into a long dis- 
course as to the expense and time the company was undertaking on a 
proposal that had been placed before the NAIC executive committee. 

Further down you state Mr. Chervenak stated that he had just 
signed letters to each of the commissioners in the 48 States incorpor- 
ating the proposal and was amazed that the insurance commissioner in 
Massachusetts was taking exception to what had already been ac- 
cepted by the NAIC. 

Now, by that did you mean that this was a proposal made by the 
Service Fire Co. ? 

Mr. Keriener. No, sir; I had no knowledge of this proposal until 
I arrived in New York that day. I was not in contact and did not 
attend the convention, so I wouldn’t know anything about that. 

Senator Monroney. By that you didn’t mean this was Service Fire’s 
proposal ? 
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Mr. Keviener. No, sir. 
Senator Monroney. You didn’t get the impression that it was or 
that they had sponsored it? 

Mr. Kewiener. No, sir; I couldn’t say that. 

Senator Monroney. It was the result of action, then, by the NAIC? 

Mr. Kewiener. I would assume that, when I heard about this pro- 
posal at that time, sir. 

Senator Monroner. Did you gather that Mr. Chervenak was very 
anxious that no insurance commissioner do other than what had been 
adopted by policy but without any binding effect on the National 
Association of Insurance Commissioners ¢ 

Mr. Keiiener. From my recollection, I assumed that he felt the 
proposal would be accepted by all States. 

Senator Monroney. But he assumed if anybody wanted to go out- 
side that pattern they would have to stand in line and wait until last? 

Mr. Kevieuer. Yes. 

Senator Monroney. Is that the burden of your testimony, that he 
stated that it would be impossible to give Massachusetts the run at 
that time under the circumstances, and if Massachusetts persisted in 
its demands they would not receive tabulation data before April or 
May 1956? 

Mr. Ketiener. That is right. 

Senator Monronry. That means you would be placed at the end 
instead of the middle, or whenever it would come out ? 

Mr. Kewiener. That is right. 

Senator Monroney. And that would mean that the refunds in your 
State would be unduly delayed ? 

Mr. Keiirner. That is correct. 

Senator Monroney. And you had to get this basic data from the 
Service Fire and other insurance companies? 

Mr. Keviener. That is correct. 

Mr. Busey. Just one question on this—on this sentence: 

I was given to understand that the company’s statistical department’s ma- 
chines were now geared to make a national run by States, classification, and 
premiums. 

Now, do you know whether there was a run made by States, classifi- 
cations, and premiums? 

Mr. Kewtiener. I couldn’t speak for other States, whether they had 
received one, sir, but we received one within a month and a half to 2 
months afterward—just by class I. 

Mr. Bussy. But you say it did not break it down by classification, as 
he promised. It gave you only 1 of the 3 classifications instead of all 
3, as I would assume this is a promise to do. 

Mr. Ketiruer. Yes, sir. 

Senator Monroney. In going to the Service Fire records you got 
the names and sent letters, did you not, to those who did not reply to 
the company letter? 

Mr. Kevtiener. That is correct. 

Senator Monronety. And you have double checked that, with other 
companies as well ? 

Mr. Keviener. Yes, sir. 

Senator Monroner. And that has brought in a good many addi- 
tional refunds? 
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Mr. Ketxiener. Yes, sir; I think at the point where Service Fire felt 
they were finished refunding in Massachusetts was around eight or 
nine thousand dollars. As a result of our letter going out to Massa- 
chusetts residents I think we raised that total to over $25,000. 

Senator Monroney. In other words, that is about 3 to 1, by the 
action of your commissioner and department in going out and follow- 
ing up the letters that had been sent but not responded to from Service 

ire ¢ 

Mr. Ketiener. That is correct. 

Senator Monroney. And then on other cases have you followed 
those up with other letters? 

Mr. KELLEHER. Yes. 

Senator Monroney. Now, do you attribute that to the fact that your 
letter was a better letter, or more clearly stated that there might 
be refunds due, or that you hit the entire mailing list while maybe 
not as much care was given in the original one? 

Mr. Keviener. Well, the thought has come up in my mind that it 
may be a psychological move that Massachusetts residents might pay 
more attention to a letter with a Commonwealth seal on it, that said 
“Department of Insurance” on it, because they are very insurance con- 
scious in Massachusetts, and they might pay more attention to that 
than they would to a letter received from the insurance company. 

Senator Monronry. But you did get a 3 to 1 increase after the first 
list had been worked ? 

Mr. Keiiener. That is right. 

senator Monroney. Do you know how many States went after the 
names ¢ 

Mr. Keiiener. I believe while we were in the same process Con- 
necticut had commerce in the office at the same time. 

Senator Monroney. You don’t know of any other States? 

Mr. Ketiener. No, sir. 

Senator Monroney. But certainly Connecticut had a very big re- 
sponse to money paid back. 

In discussing these letters, Mr. Humphreys, was it true that Service 
Fire wanted to require notarization on their letters? 

Mr. Humenreyrs. That is correct. 

Senator Monroney. And you opposed that? 

Mr. Humenrey. Yes. 

Senator Monronry. Why did you oppose the notarization ? 

Mr. Humpureys. In the first instance, Senator, I felt that the car 
buyers had been put in a bad position to begin with by being over- 
charged. I could see no reason why they should have to pay another 
dollar to get back moneys that shouldn’t have been taken from them 
in the first place. That was my feeling on it. 

Senator Monroney. Wouldn’t the payment of the dollar and the 
trouble of hunting up a notary public—didn’t you also feel that would 
greatly have reduced the numbers who would write in? 

Mr. Humpureys. That is true. I think if the average person had 
to go out and find a notary he would be pressed to perform some 
unusual work in attempting to find one. I felt that that would cut 
down some of the replies, failing to have the notary’s requirement on 
such a form. 

Senator Monronery. I believe you took the position with the com- 
panies, too, if they were going to require notarization then they must 





154 AUTOMOBILE MARKETING PRACTICES 


add a dollar additional to the payments where they found overcharge 
had been made so their net return would be the same? 

Mr. Humpeureys. That is correct. They agreed to pay the dollar. 

We had quite a discussion about it. 

Senator Monronry. Counsel will read for the record another report 
there. 

Mr. Buspy (reading) : 


To: Commissioner Joseph A. Humphreys. 

From: Thomas J. Kelleher, Jr., principal insurance examiner. 

Date: February 27, 1956. 

Re progress report on special investigation in connection with misclassification 
of automobile physical damage premiums. 
As of this morning— 


this is approximately 2 months later; is that correct, February 7, 
1956 ¢ 

Mr. Ketitener. That would be approximately 2 months later. 

Mr. Bussy. This shows your progress and how you went in and dug 
out the statistics and files. 


As of this morning, out of approximately 2,600 questionnaires that have bee! 
mailed out by this department to various Massachusetts residents who are insured 
for automobile physical-damage coverage and who have been placed in class ITI by 
the Calvert Fire Insurance Co., questionnaires returned by the above approximate 
50 percent of returns for this particular company and indicate that 6 out of every 
10 assureds have been misclassified by the Calvert Fire Insurance Co. 

February 20, 1956, this department began to forward questionnaires to Massa 
chusetts residents who are insured for automobile-collision insurance and placed 
in class II by the Industrial Insurance Co. To date 900 questionnaires have been 
sent out, and returns this morning indicate that 88 out of the first 100 question- 
naires have been misclassified by this particular company. These assureds shoul 
either be in class I or class III and at lower premium rates. 

Regarding the Service Fire Insurance Co., Inspector William Rowan has been 
assigned to the branch office of this company as of February 23. He reports as 
follows: This company has been making very slow progress contacting by mai! 
their assureds who have been placed in class II. They are still working on a 
1954 effective date, and approximately 450 assureds have been contacted at this 
time. The returned questionnaires from assureds contacted by this company 
indicate that there has been 100-percent misclassification. I have also been in- 
formed that this company is requiring each Massachusetts policyholder to have 
their questionnaire notarized. Upon learning of this, I instructed Inspector 
William Rowan to inform the company that this procedure was entirely unneces- 
sary. It appears, in my opinion, that this is a psychological move on the part 
of the company to either frighten their assureds or have them totally disregard 
the questionnaires so that no return will be made to the company so that they ca: 
take a stand that it was unnecessary for them to make a return premium. 

Assistant Examiners George Sowle and James McCarthy have visited the 
branch office of the Emmeco Insurance Co. at Worcester, Mass. The files of thi 
particular company have no evidence whatsoever to substantiate the placing ot 
their policyholders in their various classes. It is my intention, therefore, to send 
these two examiners to the home office of this particular company at South Bend, 
Ind. They will leave for this new assignment March 4. 

The American Plan Corp., managers for automobile physical-damage insur- 
ance for the American Fidelity & Casualty Insurance Co., informed me as of 
last Friday, February 24, 1956, that they have completed approximately 50 per- 
cent of their statistical information for this department. I instructed them to 
forward this information to this office as soon as possible. 

Many individual cases are now being brought to the attention of this investi 
gation unit regarding the overcharging of collision insurance by various finance 
companies and banks, particularly in the instance of the Merchants Marine 
National Bank and also the Commercial Credit Corp. With the limited per 
sonnel at the disposal of this unit, we are attempting to follow through on 
each case and also carry on our investigation of various insurance companies 
who are subsidiaries of financing factors. Many other insurance companies who 
are licensed to write automobile physical-damage coverages in Massachusetts 





AUTOMOBILE MARKETING PRACTICES 155 


will also be investigated in every instance where the insurang company furnishes 
a market for collision insurance on financed private passenger automobiles under 
a verbal or written agreement between themselves or their agents and the banks, 
finance companies, and automobile dealers. 

Is that your memorandum, Mr. Kelleher? 

Mr. Ketiener. Yes, sir. 

Senator Monronry. We have your statement now. It is pretty 
late. Since much of it is in line with what the Commissioner said, 
would you care to go over and give us anything in regard to your 
testimony ? 

Mr. Ketiener. Senator, and members of the committee, I would 
like to make one more statement. I said that we were working along 
with Connecticut, at the same time; with all due respect to Senator 
Payne, the commissioner of his fine State was in our office very early 
in 1956 with his deputy insurance commissioners, and they worked 
along together. 

Senator Payne. And, incident: ully, they, too, have taken the same 
position as Commissioner Humphr eys, that they are not willing to 
settle on the terms of the resolution adopted, but feel that they should 
go back to the inception of this, if it is possible to do so. I think 
Maine put the ¢ Jassification in in 1952. 

Mr. Humpnreys. I think so. I know they were very active in co- 
operating with us and visiting with us on the problems. 

Senator Payne. Well, I know how our people feel about you up 
there. George Mahoney happens to be one of my appointees, and he 
holds you in very, very high regard. 

Mr. Humenrers. Thank you, Senator. 

Senator Monroney. In going over this, I believe it has almost all 
been covered either in the questioning or in the original presentation. 

I see on page 4 you state: 

Mr. Van Horn, president of Calvert, informed me that the company had 
initially mailed out 180,000 letters to various insureds throughout the country. 
This mailing was not broken down by States. 

You had to dig out the total numbers that Calvert was mailing to 
the State of Massachusetts, did you? 

Mr. Keviener. What we did, Senator, was to go on our own at that 
point. I believe it was fairly well explained that the point where the 
commissioners sent their man to participate in his own examination 
of Calvert Fire in 1955, we had no idea Calvert had already instituted 
this plan of contacting insureds throughout the country, When the 
examiner aye at the home office of this fire-insurance company he 
immediately began to search through for Massachusetts residents 
only, and, from that, and because of the conditions at that time, he 
decided to request an IBM statistical run, which he got immediately, 
I might say, from Calvert. They were very cooperative. . 

Senator Monronry. While he is going over that, Mr. Humphreys, 
do you have with you the tabulations, company by company, of the 
refunds that have been made in Massachusetts ? 

Mr. Humpnneys. Yes, sir. 

Senator Monroney. Would you care to read those for the record? 
I don’t think you have copies of them, do you ? 

Mr. Humenreys. No. 

Senator Monroney. The record will show that the committee is 
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asking that these be divulged in the purpose of this hearing. 
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Mr. Humpureys. Again, may I state that many of the companies 
on here are thoroughly convinced that there was absolutely no know]- 
edge of this misclassification. It was performed on the agency level. 

Senator Monroney. It was the agency situation in which some of 
these companies were involved, and where one insurance agent found 
out this was pretty good business ? 

Mr. Humenureys. That is right. 

Senator Monroney. And without the company h: ats general 
knowledge—if they had 100 or 200 agents—that this 1 agent or 2, 
perhaps, or 3 perhaps, a small number were engaged in misclassifying. 

Mr. Humrureys. They would have had no way of finding it out as 
a rule because they would have had faith in that agency setup, it would 
have been a reputable one or one that had done business with them 
over a considerable period of years and they never would have ques- 
tioned it. 

Senator Monroney. In other words, it would not have boosted up the 
ratio of the class II risk out of all proportion to 80 or 90 percent, as 
they showed up in some States ? 

Mr. Humpnureys. No; in fact the amounts are small in comparison 
with the other amounts. 

Mr. Bussy. You have drawn the distinction between the so-called 
captive companies and their intentional, you feel, action. 

Mr. Humpnreys. Yes; I feel there is a diiference very definitely 
here. 

Mr. Buspy. However, you could not make a distinction in getting 
refunds for all persons who had been misclassified regardless of by 
whom, and that is the list you are about to read; is that correct? 

Mr. Humrnreys. That is so. We felt we were required to go right 
through this list, and, as I say, we certainly did not want to hurt any 
company that we knew had an excellent reputation. I want to forcibly 
underline that point, that we still feel these companies have the highest 
of reputations. It is unfortunate that they became involved, and they 
were involved on an agency level. 

Senator Monroney. But those cases are not the ones that we are 
talking about of widespread, nationwide violations. 

Mr. Humenreys. No; they are not. They are local instances that 
took place among agencies. 

Senator Monroyey. Would you care to read those for the record? 

Mr. Humpureys. Yes. This list includes those that we have al- 
ready talked about. The following companies have either been ex- 
amined or are in the process of investigation by the Massachusetts 
Insurance Commission with regard to misclassification of automobile 
collision insurance premiums as of March 1957. 
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Adjustments made to date are shown: 


ARN VRTG: TAO. TCI: Cia csisehsccieg nies eliin bce ceeentinstiminloe tiniest $83, 272.18 
DORE . CGO RDG GO cciieccenincids 4 ssecnmncitommeguacitadase caninirdaadiacaiia tas 11, 874. 54 
IG DB | Ci. oi, sisiiicennstpistigusigiibicemn tne aaameniiaeaaiibal 3, 066. 83 
American Fidelity & Casualty Insurance, that is, the American 

FEE: SHR io icsinks ca cans bend lineitepsttamesnncebaniant cnet lena 12, 895. 34 
Service Fire Insurance Company of New York_--....-.__---_---- 25, 386. 26 
PRONE: TIMING OD isin state een snd wesikesisb hin sets societies beac 553. 65 
National Fire Insurance Company of Hartford......-..-_------~ 1, 452. 00 
Insurance Company of North America, Philadelphia Fire & Marine 

DG Aes i 2: clinics te sadinncs nde tiicctemnn en ccteabidantidnanemenbletiaaindsiais 1, 139.17 
Tre Weber eG: TRO: C0 iin icin ws inci nts Sen pain wien eatin 8, 155. 88 
Bankers & Shippers Insurance Co., Jersey Fire Insurance Company 

OE REO ROC ictih chiiacncnptcbinehinndsbin maga celugbibiciedbentianialaaed 4, 591. 43 
Federal Insurance Co., Alliance Assurance Co., Ltd.-....-.------ 731. 29 
American Equitable Assurance Co _.-..-~..-...-..-..-.--------~ 5, 281. 68 
Agricultural Insurance Company of Watertown, N. Y.------------ 317. 86 
The American Fore Group: Continental Co., Niagara Fire Insur- 
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And then we have other companies under investigation at the pres- 
ent time. Do you desire I read those companies ? 

Senator Monroney. You don’t know what the refunds will be? 

Mr. Humpnreys. We haven’t any results on them. 

Senator Monroney. You don’t know whether they were misclassi- 
fied or not. Now all these were misclassification of the collision 
policies ? 

Mr. Humeureys. That is correct. 

Senator Monroney. And the difference you have agreed between 
the nationwide violations and those that occurred at an agency level 
and were not detected perhaps by the company. 

Mr. Humpureys. That is correct, Senator, and I am sorry I have 
to disclose that, but unfortunately, in the position of insurance com- 
missioner, you are compelled to call these things as you see them. I 
trust the disclosure will be understood. I know it can be mishandled 
aind I hope the press will really listen to my plea that these companies, 
I am convinced, and I think Mr. Kelleher will say so, and our other 
examiners, that the companies themselves and their top officers have 
no knowledge of this. 

Senator Tonioier: Thank you, sir. 

Mr. Kelleher, do you have some things you wish to add to your 
statement ? 

Mr. Ketiener. I think Commissioner Humphreys has covered the 
Seen and it would be probably repetitious if I continued through 
this. 

Senator Monroney. I looked through it. Most of it has apparently 
been testified to by Mr. Humphreys, or yourself, in the questioning 
period. We would be glad to have you add anything you might have. 
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This will be made a part of the record and included as though given 


in full. 
(The complete statement is as follows :) 






STATEMENT OF Mr. THOMAS J. KELLEHER, JR., PRINCIPAL INSURANCE EXAMINER, 
Tue COMMONWEALTH OF MASSACHUSETTS, DIVISION OF INSURANCE, REGARDING 
MISCLASSIFICATION AND OTHER ABUSES IN THE FINANCED AUTOMOBILE PHYSI- 

CAL DAMAGE INSURANCE BUSINESS IN THE COMMONWEALTH OF MASSACHUSETTS 









On or about July 1, 1955, under the direction of Commissioner of Insurance 
Joseph A. Humphreys, my associates and I were ordered to make an investiga- 
tion regarding rebating and other abuses in the financed automobile physical 
damage insurance field. This investigation revealed various types and methods 
of abuses by licensed indviduals, agencies, and companies. In the months sub- 
sequent to the above date, it was found that many general insurance agencies 
and insurance brokers were in violation of various sections of chapter 175 
(insurance laws) of the General Laws of Massachusetts. It was further found 
that rebating was a common practice in the financed-automobile field and that 
certain agencies went so far as to establish corporations outside the limits of the 
Commonwealth of Massachusetts in order that moneys could be transferred from 
various insurance agencies to the originators of the insurance business, namely, 
banks, finance companies, and automobile dealers. 

In the instance of one large insurance agency in the Commonwealth of 
Massachusetts who was doing business with banks in and around the city 
of Boston and using a master policy of a licensed out-of-State insurance com- 
pany that had filed what is commonly known as deviation rates with the Mas- 
sachusetts Insurance Department, permitting them to write automobile physical 
damage insurance at 20 percent off the manual rates, it was found that these 
particular banks placed in the hands of every automobile dealer who was doing 
business with them a set of charts which included the ACV coverage and $50 
deductible collision insurance that would be provided by the master policy written 
at annual rates. The instructions from the banks to the automobile dealer on 
the above-mentioned charts stated as follows: “The following charts include 
actual value comprehensiye coverage and $50 deductible insurance which will 
be provided under a master policy written at less than manual standard rates. 
The figures used in the charts are the equivalent of manual rates. The cost 
of insurance to the purchaser is the actual premium and the difference in the 
actual premiums and the figures shown on the charts form part of the finance 
charge.” In other words, a customer buying an automobile under these condi- 
tions would receive a certificate of insurance showing the proper premium 
charged, that is 20 percent off manual rates. However, his conditional sales 
contract and in many instances the original sales voucher from the automobile 
dealer would include a hidden charge of 20 percent and the customer, unknow- 
ingly, would be paying 100 percent manual rates for insurance. 

As a result of the insurance department’s efforts on behalf of the above- 
mentioned insureds who had policies from this insurance company that had 
filed deviated rates, the excess 20 percent charge made by the banks was 
returned. 

Because so many abuses have occurred in the financed automobile physical 
damage field that have been called to the attention of the insurance department, 
approximately $10,000 has been returned to the assureds of Massachusetts over 
and above what has been returned as a result of the department’s efforts in 
ordering the insurance companies to return the moneys rightfully due their 
assureds as a result of misclassification. 

Investigations further revealed that the same type of rebating operations 
were not limited to the Boston area alone but were found to exist quite widely 
in various other cities and towns in the Commonwealth of Massachusetts. It 
was also revealed that private passenger differential charts were placed in the 
hands of automobile dealers. These charts included not only the automobile 
physical damage insurance rates but also additional charges alleged to be finance 
charges. 

Late in September of 1955, it came to the insurance department’s attention 
the practice of misclassifying automobile physical damage premiums by certain 
so-called insurance specialty companies in the automobile physical damage 
field. Upon further investigation, it was found that four specialty insurance 
company writers of automobile physical damage insurance—namely, the Calvert 
Fire Insurance Company of Baltimore, Md. ; the Service Fire Insurance Company 
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of New York, N. Y.; the Industrial Insurance Company of Des Moines, Iowa; 
and the Emmco Insurance Company of South Bend, Ind.—had misclassified 
Massachusetts residents in the amount of $123,599.81. 

Further investigation revealed that a certain management corporation— i 
namely, the American Plan Corp., New York, N. Y., who had a contract with ii 
the American Fidelity & Casualty Insurance Company of Richmond, Va., as | 
United States managers of automobile physical damage—had misclassified 
Massachusetts residents in the amount of $12,895.34. 

Further investigation revealed that many other companies were also guilty of 
this practice. During the latter part of October 1955, a Massachusetts insurance 
examiner was instructed by Commissioner Humphreys to participate in a zone i 
examination that was in progress at the Calvert Fire Insurance Co., Balti- ; 
more, Md. The examiner called for various Massachusetts policy files and 
found that there was insufficient information to properly classify Massachusetts 
automobile owners. This examiner requested the company to make an IBM 
run of all Massachusetts class 2 business from the inception of classification in 
Massachusetts (August 23, 1954) through September 1, 1955. From this listing 
the examiner secured an initial listing of 2,500 names of Massachusetts resi- 
dents, their addresses and policy numbers. The Massachusetts Insurance De- 
partment forwarded to these Massachusetts residents a form letter requesting 
certain information in order that the department could properly classify these 
residents as far as insurance premiums were concerned. It was also found at 
the Calvert Fire Insurance Co., in a few instances, that Hooper Holmes reports 
were attached to the policy files stating that no resident in the household were 
under 25 years of age and yet the policy would be classified as class 2. 

Mr. Van Horn, president of the Calvert, informed me that the company had 
initially mailed 180,000 letters to various insurees through the country. This 
mailing was not broken down by States. In 1956 this same company sent a 
followup letter to those insured who had not replied to the original letter. As 
of this date, the Calvert Fire Insurance Co. has returned to Massachusetts resi- 
dents $83,272.18. 

On the afternoon of December 7, 1955, I visited the executive offices of the 
Service Fire Insurance Company of New York, 1 Park Avenue, New York, 

N. Y., regarding IBM tabulations of Massachusetts automobile physical damage 

premiums. At that time, Mr. Chervenak proceeded into a long discourse rela- 

tive to the expense and time that the company was undertaking on the resolu- 

tion that had been placed before the NALC executive committee at the New 

York convention duriug the week of November 28, 1955, and which had been 

voted upon and accepted by the commissioners of the various States. Mr. 

Chervenak stated that he had just signed letters to each insurance commissioner 

of the 48 States and the District of Columbia, incorporating the “proposal”, 

and was amazed that the insurance commissioner of Massachusetts was taking 

exception to what had already been accepted by the NAIC executive committee. 

At that time I was given to understand that the company’s statistical department 

machines were then geared to make a national run by States, classification and 

premiums; and that it would be another month and a half before these tabula- 

tions would be available for each State. Mr. Chervenak stated that it would 
be impossible to give Massachusetts a run at that time under the circumstances 
and that if Massachusetts pursued in its demands, the insurance department 
would not receive tabulation data before May of 1956. Mr. Chervenak stated 
further that he would much rather fight with one State (Massachusetts) and 
satisfy the other 47 States who had accepted the resolution, rather than comply 
with the Massachusetts department request at the time. It was at the point 
in our conversation that I telephoned Insurance Commissioner Joseph Hum- : 
phreys and received further instructions. 

I then informed Mr. Chervenak that our commissioner was willing to go along 
with the other insurance commissioners providing that no other State received 
prior preference and that if the Massachusetts insurance department uncovered 
such treatment it would hold Mr. Chervenak and his company fully responsible. 

Within 2 months the Massachusetts insurance department received IBM 
tabulations from the Service Fire Insurance Company of New York and a 
Massachusetts examiner proceeded to the company’s central office at Boston 
and not only examined policy files that were included in the tabulation run 
but also the various policy files that had been written from the inception of 
classification in Massachusetts to the date of his examination. Again the insur- 
ance department forwarded form letters to various Massachusetts residents 
for the purpose of properly classifying the assureds of the Service Fire Insur- 


160 AUTOMOBILE MARKETING PRACTICES 


ance Company of New York and to date this company has returned to Massa- 
echusetts residents who were improperly classified the amount of $25,386.26. 

Under date of January 27, 1956, telegrams were forwarded to various insur- 
ance companies by the Massachusetts insurance department for the purpose of 
securing immediate IBM statistical runs by classification, policy number, and 
premium of all automobile physical damage business written in Massachusetts 
from August 1954 through December 31, 1955. 

Under the dates of February 20 and 27, 1956, I sent to Commissioner Hum- 
phreys progress memorandums regarding departmental form letters which had 
been mailed to various Massachusetts residents who were insured for automobile 
physical damage coverage, indicating returns showed at that time that 5 out 
of every 10 insureds had been misclassified. 

On or about February 28, 1956, it was learned that the Service Fire Insurance 
Company of New York was also circularizing Massachusetts policyholders and 
was requiring each one to have their questionnaires notarized. In my opinion, 
this was entirely unnecessary and I felt it was a psychological move on the 
part of the company to have their assureds totally disregard the questionnaire 
and thus the insurance company would not make a return premium. On Febru- 
ary 29, 1956, J. Page Risque, assistant vice president of the Service Fire Insur- 
ance Company of New York, and I, conferred with Commissioner Humphreys. 
At this meeting Mr. Risque was instructed to either attach a flier or use an 
insert with the questionnaire of the company which was being forwarded to 
each Massachusetts policyholder who had been placed in class 2 and the flier 
or insert was to read as follows: “Should you be entitled to a refund on your 
policy $1 additional will be included to reimburse for a notary fee.” 

During the latter part of the month of February 1956, Massachusetts insur- 
ance examiners examined the policy files of the Industrial Insurance Co. at 
their eastern office on Park Avenue, New York City, and found that misclassifi- 
cation by this company was by no means accidental, nor could they attribute it 
to human error. It was noted Hooper-Holmes and retail credit reports were 
attached to the dailies, stating that no drivers under 25 drove the particular 
ears in question. The dailies themselves would be rated as class 2 and such 
credit reports were attached to the dailies. After form letters were mailed by 
the Massachusetts Insurance Department, the Industrial Insurance Co. returned 
premiums in the amount of $11,874.54, to Massachusetts residents. 

Again the same procedure was followed with the Emmco Insurance Co. 
Massachusetts insurance examiners were sent to South Bend, Ind., on March 4, 
1956, to examine the policy files of this particular company. As a result of the 
findings the Emmco Insurance Oo. returned to Massachusetts residents $8,066.83 
because of misclassification. 

Under the date of March 12, 1956, the Massachusetts Insurance Department 
requested all licensed insurance companies writing automobile physical damage 
eoverages in Massachusetts and all companies writing credit life, accident and 
health, and bail bond insurance on owners of automobiles purchased on time to 
report immediately where the insuring company furnished a market for fi- 
nanced private passenger automobiles under a verbal or written agreement be- 
tween the insurance company or its agents and the banks, finance companies, 
and automobile dealers. It was further ordered that the department be fur- 
nished with the following information on any such finance accounts which the 
insuring companies had in effect in the Commonwealth of Massachusetts since 
August 23, 1954. 

1. Name of agencies. 
2. Name of banks, finance companies, and automobile dealers. 
3. Direct written premium volume to date and by classification. 

From March 26, 1956, to April 11, 1956, Massachusetts insurance examiners 
examined automobile physical damage policy files at the offices of the American 
Plan Corp., New York, N. Y. As stated previously, the American Plan Corp. 
manages the automobile physical damage business written by the American 
Fidelity & Casualty Co., Inc. 

Although the American Plan Corp. is not licensed in the Commonwealth of 
Massachusetts, its officers are empowered by contract to consummate agency 
contracts with authorized licensed insurance agencies in Massachusetts. It 
was found by the department examiners that in many instances $50 deductible 
rates were being charged when the policy files called for $100 deductible rates. 
It was also noticed that higher territorial rates were being assessed when the 
individual assureds should have been classed in lower rated territories. In 
many instances old rates were being charged after classification became affected 





ner? Tee ee 


AUTOMOBILE MARKETING PRACTICES 161 


in the Commonwealth of Massachusetts on August 23, 1954, and also after the 
elassification revisions by the NAIC in August of 1955. In addition to this type 
of erroneous underwriting practices, this same company also misclassified their 
assureds. As a result of this investigation, the insurance department forwarded 
approximately 3,500 questionnaires to various Massachusetts residents who 
were insured by the American Fidelity & Casualty Co., Inc., and as a result 
$12,895.34 has been returned to Massachusetts residents. 

Under the date of May 14, 1956, I again reported progress to Commissioner 
Humphreys as regards misclassification refunds. As of that date approximately 
$125,000 had been returned to Massachusetts residents. From this period on, 
Massachusetts insurance examiners processed and ehecked the policy files of 
various insurance companies writing automobile physical damage insurance 
in the Commonwealth of Massachusetts. The insurance department has and 
still is in the process of mailing form letters to various assureds throughout 
the Commonwealth of Massachusetts seeking information as to proper classifica- 
tion, et cetera, and will continue this processing and investigation until it is felt 
that the assureds have received premium moneys due them and are properly 
classified. 

Massachusetts times sales buyers have been ladened with package deals, lump- 
ing finance charges and insurance costs in one confusing figure on their condi- 
tional sales contracts. This practice occurred at the automobile dealer level and 
in many instances where complaints were received by the Massachusetts Insur- 
ance Department, it was found that the time sales buyer had signed the contract 
in blank and was actually not aware of the costs until a later date when he 
received a copy of the sales contract in the mail, complete with insurance costs, 
and so forth. Through the efforts of Insurance Commissioner Humphreys, an act 
relating to contracts of conditional sales was enacted by the general court of the 
Commonwealth of Massachusetts and became effective in June of 1956, correct- 
ing a weakness in the law which had permitted the lumping together of insurance 
and finance charges so that the purchasers did not know the specific amount for 
each. This practice frequently concealed exorbitant finance charges, so-called 
balloon notes, and various package charges. 

Oftentimes a car buyer was forced to take insurance from a specific insurance 
broker, and was subtly coerced into taking an insurance package deal because 
they wanted the financing budget terms. The automobile buyers’ insurance 
brokers had been left out of the picture entirely and the buyer was unable to 
place physical damage with his own broker, because the financing factor refused 
to receive the insurance policy. 

Along with the practice of misclassifying, numerous complaints have been 
brought to the attention of the Massachusetts Insurance Department concerning 
the so-called package deal as sold by the various automobile dealers throughout 
Massachusetts. The cost of the package deal varies from $15 to $21 per year of 
financing. The actual cost of this plan to the financing or insurance agency is 
very much lower and depends upon the time sales customer’s deferred financing 
balance. For example, if an automobile buyer finances a $1,000 deferred balance 
for 3 years and a package plan was sold him at a cost of $18 per year, his ulti- 
mate cost for this so-called package would be $54. Based on the approximate 
cost to an insurance agency of credit life insurance at $0.50 per $100, the credit 
life portion of this package would be $5. The accident and so-called travel pro- 
tection certificate, or bail bond insurance coverage, would be approximately $2 or 
a total cost of $7 per year and an ultimate 3-year cost of $21. The difference of 
$54 in insurance premiums charged the automobile buyer and the actual cost to 
the insurance agency of $21, is $33 in insurance premiums, which is either returned 
to the automobile dealer’s reserves, or portions rebated to the financing institu- 
tion for originating voluminous automobile physical damage and package deal 
insurance. 

It has also been brought to the attention of the Massachusetts Insurance 
Department that various automobile collision charts which have been placed in 
the hands of automobile dealers by a national financing company for use on time 
payment plans of new and used cars. These charts are originally calculated from 
finance charts which include class 2 insurance premiums. In other words, if an 
automobile time sales buyer actually rates class 1 or class 3, he is still charged 
the highest rate, class 2. The instruction to the automobile dealer further states 
that if the customer feels he is overcharged or is eligible for preferential collision 


rating in class 1 or class 3, the so-called adjustment charts for these classes are 
to be employed. 
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The various underwriting practices that have been uncovered by the Massa- 
echusetts insurance examiners as described in the preceding paragraphs leave 
the unwary automobile buyers of the Commonwealth of Massachusetts in a 
position whereby they are paying untold high insurance charges for financing 
automobiles. 

As a result of the department’s investigation into rebating, misclassification, 
and other abuses in the financed automobile physical damage insurance business, 
Commissioner Humphreys served notice to all insurance companies, brokers, 
agents, banks, lending agencies, dealers, finance companies, policyholders, and 
interested members of the public that a public hearing would be held at 100 
Nashua Street, Boston, Mass., on Friday, July 13, 1956, for the constructive pur- 
pose of tightening up methods and practices used in the Commonwealth of 
Massachusetts approximating 46 million premium dollars in the automobile 
physical damage line. The insurance commissioner at this hearing proposed to 
take evidence and suggestions relative to rules and regulations to be promulgated 
and which is to be applicable to physical damage insurance under section D, 
chapter 175A of the general laws, also to adopt and promulgate regulations rela- 
tive to the subject matter of the physical damage insurance on motor vehicles 
and to ask whether any or all the regulations dated March 16, 1938, as promul- 
gated by the then commissioner of insurance, relative to physical damage in- 
surance covering motor vehicles by affirming, changing, modifying, amending. 
This meeting was adjourned and reconvened on Thursday, January 17, 1957, on 
the question of adoption and promulgating by Commissioner Humphreys all 
rules and regulations relative to the subject matter of insurance on financed 
motor vehicles including physical damage, credit life, accident and health, or any 
other insurance coverage pertaining thereto. Testimony was recorded at these 
hearings and as a result Commissioner Humphreys is now issuing new rules 
and regulations to become effective April 22, 1957, covering all concerned in the 
financing and writing of automobile physical damage coverage and credit life 
insurance, 


Senator Payne? 

Senator Payne. I have no questions. 

Senator Monronry. Mr. Busby? 

Mr. Bussy. I would just like to complete the record by submitting 
without reading the other memorandum which the committee has re- 
ceived. 

Senator Monroney. Very well. 

(The material referred to is as follows :) 


MEMORANDUM 
FEBRUARY 29, 1956. 
To: J. Page Risque, assistant vice president, 
Service Fire Insurance Company of New York. 
From: Thomas J. Kelleher, Jr., principal insurance examiner, 
Massachusetts Insurance Department. 

Our understanding at a conference with Commissioner Humphreys on this 
date, a flyer or insert will be attached to the questionnaire of the Service Fire 
Insurance Company of New York, which is being forwarded to each Massachu- 
setts policyholder who has been placed in class 2, in force as of June 30, 1955, 
by said company. This flyer or insertion will read as follows: 

“Should you be entitled to a refund on your policy, $1 additional will be in- 
cluded to reimburse you for a notary fee.” 

Letters which are returned and indicate that the policyholders are entitled to 
lower rates but which have not been notarized will be turned over to this de- 
partment if, after being again sent to the policyholder, a properly notarized form 
is not forthcoming. 
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[Confidential] 


To: Commissioner Joseph A. Humphreys. 

From: Thomas J. Kelleher, Jr., principal insurance examiner. 

Date: February 20, 1956. 

Re: Special investigation in connection with misclassification of automobile 
physical damage premiums, 

As of this date, approximately 2,600 questionnaires have been mailed by this 
department to various Massachusetts residents who are insured for automobile 
physical damage coverage and who have been placed in class No. 2 by the Calvert 
Fire Insurance Co. 

Approximately 40 percent of these questionnaires have been returned to this 
office as of this writing. The returns indicate that 7 out of 10 assureds have 
been misclassified by the Calvert Fire Insurance Co. These assureds should 
either be in class Nos. 1 or 3 and at a lower premium rate. 

Many individual cases are now being brought to the attention of this depart- 
ment regarding overcharging of insurance by finance companies, and also, the 
so-called ballooning of notes by automobile dealers in order for customers to 
finance cars so that the package insurance plan may be sold. 

As a result of this department making an examination of the policy files of 
Massachusetts residents at the eastern department of the Industrial Insurance 
Co., it has been determined that questionnaires should be forwarded to approxi- 
mately 1,000 policyholders of this company, as it appears that they have been 
improperly classified. 

It is my intention to assign assistant examiners, George Sowle and James 
McCarthy to the branch offices of the Emmco Insurance Co., South Bend, Ind., 
with the IBM statistical run furnished by this company for the purpose of 
examining each Massachusetts resident’s policy file. 

Also, Richard Howard, of this department, has informed me that he will be 
able to take up his assignment at the Service Fire Insurance Co.’s branch office, 
Atlantic Avenue, Boston, on or about February 23, 1956. 

It is my intention to proceed with the examination of 15 other insurance 
companies as regards the proper classification of Massachusetts residents who 
are insured for automobile physical damage and who have financed their cars 
through banks, finance companies, and automobile dealers immediately following 
the completion of the examination of the above four insurance companies who 
are subsidiaries of finance companies. > 


Mr. Bussy. And I would like to technically get in the record all of 
the exhibits by the prior witness, Mr. O’Brien, which were not 
received. 

Further, the classifications and refunds and amount of business done 
by Service Fire Insurance Co., Emmco Insurance Co., Calvert Insur- 
ance Co., and Industrial Insurance Co., the companies which the better 
business bureau, yesterday, alleged to have made widespread misclassi- 
fications. There was a fifth company, Marathon Insurance Co., but 
its writings are quite regional and according to staff study limited per- 
haps to two States. They did misclassify, but it was so much more 
limited than these larger companies that we have not as yet figured 
out the statistics on them. 

So I submit, Mr. Chairman, to the record, these statistical rundowns. 

Senator Monroney. This is a staff study, based on the nearest figures 
we can compile. 

Mr. Buspy. The figures here are based on figures from the com- 
panies, themselves. 

Senator Monronrey. I thought it had been cross-checked with the 
commissioners, but these are from the companies and relate to the 
refunds as compared to the number of letters sent out and as compared 
to the total refunds given. 
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(The material above referred to is as follows :) 


Service Fire Insurance Co. 
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Total num- | Total num- Total amount 
|Total amount} ber of letters | ber of replies | Refundssent| of money 
of premiums sent to | from policy- | over letters refunded 
written for |policyholders| holders re- sent for all years, 
1954 by company | funded for (percent) 1950-56 
for all years all years 
| 
$2,005,000 | 12, 082 1, 251 10.3 $54, 158. 81 
242, 000 | 1, 121 74 6.6 3, 197. 11 
1, 734, 000 5, 407 1, 980 36. 6 59, 424. 27 
589, 000 alee nn nate. oi ek < tia aia 
324, 000 2, 862 447 15. 6 11, 083. 90 
638, 000 8, 224 5, 361 65. 1 130, 065. 68 
57,000 |... a all a ioe teat hides ; 

1, 448, 000 12, 847 2, 404 18.7 76, 369. 76 
1; 619, 000 7,712 996 12.9} 39,819.97 
169, 000 Wiis sh oleae Me creer reyes von rite finer 
2, 741, 000 26, 341 | 3, 925 14.9 | 52, 364. 70 

840, 000 7, 097 899 | 12.6 34, 140. 26 
452, 000 | 3, 923 587 14.9 17, 926. 63 
871, 000 6, 841 854 12.4 | 22,946.79 
1, 430, 000 6, 733 1, 192 17.7 | 46, 230. 48 
DEED lnwce-ese lt el ae cecil : | 7 
482,000 |......-- it. eel Soke LBdabdiew ict Rise. : 
982, 000 4,135 | 568 13.7 19, 821. 53 
1, 180, 000 2, 075 970 46.7 | 24, 113. 61 
1, 409, 000 15, 306 | 1, 663 10.8 46, 590. 68 
414, 000 2, 352 261 11.0 | 7, 083. 33 
1, 977, 000 15, 272 1, 647 10.7 18, 260. 73 
1, 807, 000 10, 318 3, 276 31.7 | 128, 613. 55 
270, 000 | 1,097 120 10.9 3, 583. 40 
318, 000 2, 627 263 10.0 | 6, 497. 67 
6, 000 28 | 2 | 7.14 73. 00 
BEE, be orroctaetiow \. ‘ al kamal a agi na 
2, 027, 000 17, 129 3, 207 18.7 101, 724. 00 
261, 000 1, 089 154 | 14.1 5, 785. 59 
4, 364, 000 31, 727 5,717 | 18.0 196, 219. 53 
1, 241, 000 9, 951 1, 026 10.3 | 13, 964. 84 
255, 000 1, 435 182 | 12.6 | 4, 391. 63 
411, 000 7,024 2, 008 28.5 | 72, 772. 89 
993, 000 7, 366 2, 794 37.9 | 31, 130. 85 
PM lsxenseecane R aati te ia ati sin tok in ta te Ree cod ies 
2, 280, 000 | 11, 278 | 1, 323 11.7 | 43, 673. 57 
181, 000 956 | 135 | 14.1 5, 752. 26 
750, 000 3, 860 378 | 9.7 | 15, 532. 66 
98, 000 548 61 | 11.1 1, 661. 80 
929, 000 4, 707 | 613 | 13.0 22, 607.73 
4, 658, 000 | 8, 103 | 3,083 | 38.4 | 90, 660. 19 
106, G90 |..4...<<5- | Danie ‘ aici ‘ aint 
104, 000 9&3 138 | 14.0 | 3, 922. 19 
DPR bo mtnweconmen . gheGab-catotdna btn " woh 
255, 000 1, 381 157 | 11.3 | 4, 912. 15 
891, 000 2, 959 524 | 17.7 19, 637. 94 
733, 000 4, 283 497 11.6 11, 697. 53 
223, 000 1, 460 149 | 10.2 | 5, 076. 60 
239, 000 1, 281 177 | 13.8 | 9, 763. 53 
48, 600, 000 271, 920 51, 063 | 22.8 | 1,463, 173.34 
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Senator Monroner. These will be available 'to the press on a State- 
by-State basis. 

ae ke you have ve any thing further, Mr. Humphreys or Mr. Kelleher? 

O, sir. 

Benntor Mi Miseacone. You have been very helpful to the committee, 
we appreciate a cooperation in giving us the benefit of your long 
and active study in carrying this refund project through, in follow- 
ing up with further letters after one set had been mailed out to Efe 
ee the persons who had been overcharged on these insurance policy 


mit there are no further questions by the staff, we will stand in recess 
until tomorrow morning, at which time we will meet in P-38. At that 
time we hope to have the manager of the local Better Business Bureau 
of eee ene D. C., and the Insurance Commissioner for the Dis- 
trict of Columbia to testify. 

Service Fire Insurance Go. . is also scheduled if we reach them by 
that time. 

Thank you again, Mr. Humphreys. 

We stand in recess. 

(Whereupon, at 1:05 p. m., the subcommittee adjourned.) 













AUTOMOBILE MARKETING PRACTICES— 
FINANCE AND INSURANCE 


WEDNESDAY, MARCH 20, 1957 


Unirep Srares Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
SUBCOMMITTER ON AUTOMOBILE MARKETING PRACTICES, 
Washington, D. 0. 

The subcommittee met at 10 a. .m, in room P-88, the Capitol, 
Washintgon, D. C., Senator A. 8S. Mike Monroney, Chairman, pre- 
siding. Also present: Senators Payne and Thurmond. 

Senator Monronny. The Committee on Automobile Marketing 
Practices will resume its session. 

We have as our first witness today Mr. Leland F. McCarthy, di- 
rector of the Washington, D. C., Better Business Bureau. He is 
accompanied by Mr. Mawhinney, assistant director. 

Would they please come forward to the table. You may sit down 
here across from us. 

Mr. McCarthy, would you state your name and take the oath, 

lease. 

m Mr. McCarruy. Leland S.—Stanford, that is—McCarthy. 

Senator Monroner. Do you solemnly swear that the testimony you 
are about to give in this hearing Will be the truth, the whole truth, 
and nothing but the truth? 

Mr. McCartuy. I do. 

Senator McCarruy. Mr. Mawhinney, state your name, please. 

Mr. Mawurnney. William J. Mawhinney. 

Senator Monronry. Do you solemnly swear the testimony you are 
about to give in this hearing will be the truth, the whole truth, and 
nothing but the truth ? 

Mr. Mawurnney. I do. 

Senator Monroney. Thank you very much, Mr. McCarthy and Mr. 
Mawhinney. We appreciate your courtesy in coming up here to in- 
form the committee on the matter of your contacts with the Insurance 
Commissioner of the District of Columbia regarding the problem 
of securing refunds from overcharges through essaele ssification of 


collision-risk policies, and I believe it would be better if you would 
state in your own language just what transpired. 

Counsel has discussed this with you, I believe, and determined 
that you did go up and have a conference. 
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TESTIMONY OF LELAND S. McCARTHY, DIRECTOR, AND WILLIAM J. 
MAWHINNEY, ASSISTANT DIRECTOR, WASHINGTON BETTER 
BUSINESS BUREAU 


Mr. McCartruy. Well, I did not personally. 

_ Some information came to us in the middle of last summer—that 

is the summer of 1956—regarding this misclassification and the over- 

charges in insurance, and because of the fact that Mr. Mawhinney, 

as assistant manager of the office, handles all insurance inquiries and 

gives out information and makes investigations, I immediately called 
im in. 

This material contained releases and I called him in, and because it 
has been our practice to always cooperate, whether it be with insur- 
ance commissioners or with somebody in the Federal Trade Commis- 
sion, or somebody in the Senate or House of Representatives, wherever 
it might be, with a Federal agency, we cooperate, and I suggested to 
Mr. Mawhinney that he contact—or I asked him if he thought he 
should contact the commissioner in connection with this particular 
release, and he read it and said that he thought he should. 

I made no personal contact with the commissioner. 

Then Mr. Mawhinney did contact the commissioner, and when he 
came back to me, as I recall it, to the best of my memory—— 

Mr. Bussy. I would like to interrupt you hale 


Senator Monroney. At the point Mr. Mawhinney came back to re- 
port to you, since he is here and has been sworn, it would probably 
make better testimony to have him relate at this point what he told 


ou. 
' Mr. Bussy. Mr. Mawhinney, when did you go to the district com- 
missioner’s office / 

Mr. Mawuinney. August 28, 1956. 

Mr. Bussy. For what purpose? 

Mr. Mawutnney. For the purpose of interviewing Mr. Jordan and 
asking his permission to give this release to the newspapers. 

Mr. Bussy. Did you have specific questions to ask Mr. Jordan? 

Mr. Mawutnney. Not necesarily. After learning he decided 
against it, I immediately came back to the office. 

Mr. Bussy. Did you have something from the National Better 
Business Bureau or the Association of Better Business Bureaus which 
you intended to submit ? 

Mr. Mawurnney. Yes, I have a release, one of the releases that was 
issued. 

Incidentally, we first learned about this in July. 

Mr. Bussy. What year? 

Mr. Mawuinney. July 1956. 

Mr. Bussy. July 1956? 

Mr. Mawurnney. Yes, sir. I must have one here. 

Here you are. 

Mr. Bussy. This was the National Better Business Bureau release? 

Mr. MawHinney. Yes. 

Mr. Bussy. You went to him with this release ? 

Mr. Mawurnney. That is right. 

Mr. Busy. Did you also go to him with a letter, specific questions? 

Mr. Mawuinney. Yes; I did. 
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Mr. Bussy. Do you have a copy here? 

Mr. Mawuinney. Yes, I have. 

Mr. Bussy. The questions in the letter—this bulletin is from the 
Chicago Better Business Bureau to Mr. Barnard, who testified yester- 
wy is that correct ? 

r. Mawuinney. That is right. 

Mr. Bussy. And it is marked “confidential,” and you were asked to 
ask your local commissioner if he had received the letter which had ceen 
sent by Mr. Barnard to all State commissioners—the letter containing 
an interrogatory to all State commissioners, that was submitted to the 
record of this committee 2 days back? 

Mr. Mawurnney. I am not not familiar with the letter. 

Mr. Bussy. It was a questionnaire which they submitted. 

Mr. Mawutnney. Yes. 

Mr. Bussy. And you were requested to ask what action he took on 
this and generally what had happened with regard to misclassification ? 

Mr. MawHiInney. Yes. 

Mr. Bussy. Do you remember if you actually specifically asked him 
each of these questions ? 

Mr. Mawurnney. No, I did not. 

Mr. Bussy. What did you go over ? 

Mr. Mawuinney. I asked Mr. Jordan if he would review the release, 
which he did. 

Mr. Bussy. The release with the names of the companies, Cavalier 
Insurance Co., Calvert, Emmco Insurance Co., Industrial Insurance 
Co., Marathon Insurance Co., and Service Fire Insurance Co. ? 

Mr. MawHInney. Yes. 

Mr. Bussy. Which brought out they had paid back money in Texas 
and many other States to policyholders; was that the bulletin you 
showed him at that time? 

Mr. MawHinney. Yes. 

Mr. Bussy. And just tell us in your own words what transpired. 

Mr. Mawurnney. As I remember, Mr. Jordan knew about the sit- 
uation, and, as I say, I did not ask any specific questions after learning 
that the situation was under control in Washington. 

Mr. Bussy. Is that what the commissioner told you? 

Mr. Mawurnney. Mr. Jordan stated that the situation here was 
under control. 

Mr. Bussy. Did you make a memorandum of your conversation 
with Mr. Jordan? 

Mr. Mawurnney. I didn’t at the time, I went back to the office and 
made a few notes. 

Mr. Bussy. Do you havea copy of that memorandum ? 

Mr. Mawutnney. It is right on the front of that letter. 

Mr. Bussy. Would you read that memorandum? It is in pen, I see. 
Would you read it to the committee, please, sir. 

Mr. MawHinney (reading) : 

Under control in the District of Columbia, companies involved are making 
refunds, dangerous to print release due to little knowledge that we have, in- 


cluding the origin of the complaint. How can we manage the public after they 
have read such a release to the public? 
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Mr. Bussy. I am sorry, I didn’t hear the last two sentences. 

Mr. Mawnrnney (reading) : 

How could we manage the people after we had read such a release made to 
the public? The National Association of Insurance Commissioners’ auditors 
uncovered the situation with one big company, and it seems that they have taken 
this up with the National Better Business Bureau. 

Mr. Busy. He said it would be dangerous to release this—— 

Mr. Mawuinneyr. Whether that is the exact word, I can’t swear to 
that. However, it would cause probably a commotion among the 
public to learn of such a matter. 

Senator Monroney. In other words, you left feeling that the Com- 
missioner was satisfied that all that should have been officially done 
by the Insurance Commissioner of the District of Columbia to re- 
cover whatever overcharges might have been made to the policy- 
holders in the District of Columbia was done ¢ 

Mr. Mawurnney. Yes, sir. 

Senator Monroney. And that publicity definitely was to be dis- 
couraged or not to be allowed, because it would disturb the public, did 
you say? 

Mr. Mawutnney. Yes; disturb the public. 

Senator Monrongy. On the fact that they had refunds due. Did 
the better business bureau take any action on that ? 

Mr. McCartruy. No; when Mr. Mawhinney came back and reported 
to me in the manner that you have heard this morning, then I with- 
held the release and also withheld the use of this bulletin. 

However, we did take action later, shortly after that, or, to be 
specific, on the 1st of October, the annual conference of the better 
business bureau was held in Savannah, and either the first or second 
day of the Savannah meeting I learned how vast this thing was, and 
how important it was, and I made a note and immediately upon return- 
ing home in publishing the October bulletin I made this entire report, 
or part of it, and sent it to all our members. 

Senator Monronry. Did you ever have any further conferences 
then with the insurance commissioner to see if there was any further 
followup on refunds that might be due which was being made? 

Mr. McCarrtuy. I personally never even met Mr. Jordan. Mr. 
Mawhinney handled that. 

Senator Monroney. Mr. Mawhinney, you didn’t go back? 

Mr. Mawntnney. No. 

Senator Monronry. This matter was left as it existed at the time 
of your conference? 

Mr. Mawuinney. Yes. 

Senator Monroney. What date was this? 

Mr. Mawnrnney. August 28, 1956. 

Senator Monronry. And the commissioner felt everything had been 
done that should have been done? 

Mr. Mawuinney. Yes. 

Senator Monroney. He mentioned no activity he personally was 
taking in the matter to check or follow up to see the number of letters 
or amount of refunds? 

Mr. Mawuinney. No. 

Senator Monroney. Senator Payne. 

Senator Payne. No questions. 
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Senator Monroney. Senator Thurmond? 

Senator THurmonp. No questions. 

Mr. Bussy. Mr. Chairman, I would like to submit for the record 
the bulletin of the National Better Business Bureau taken to the com- 
missioner, and the letter of Mr. Barnard, and the notes which Mr. 
Mawhinney made at the time he met with the commissioner. 

Senator Monroney. I think you had better photostat the notes so 
they can be returned to the original file. 

(The material referred to is as follows :) 


[Pencil notes made by Mr. Mawhinney] 


Under control in District of Columbia. 

Companies involved are making refunds. 

Very dangerous to print release due to the little knowledge that we have, 
including origin of complaint. How could we manage the people after they have 
read such a scandal? 

The National Association of Insurance Commissioners auditors uncovered 
this situation with one big company and it seems that they have taken it up 
with National Better Business Bureau. 


CHICAGO BETTER BUSINESS BUREAU, INC., 
Chicago, Ill., August 22, 1956. 
Re Service Fire Insurance Co. et al. 
Mr. LELAND S. McCartary, 
Managing Director, Washington, D. 0. Bureau. 


Dear Mr. McCartuy: The enclosed confidential bulletin is sent you for careful 
advance study. It is not for publication until you are so notified. 

In the opinion of this committee, this is the most important case ever to come 
to Better Business Bureau attention. It presents almost unlimited opportuni- 
ies for the most vital sort of public service. 

When the bulletin arrives in final form, be ready to discuss it with your news- 
papers, your radio and television stations, your automobile club, your automo- 
bile dealers, and your insurance agents. 

Above all—and taking him into your immediate confidence—you should 
promptly discuss the situation exposed in the bulletin with your State insur- 
ance commissioner. Do not show him the actual bulletin now. 

1. Ask him if he received the letter previously sent him by this committee. 

. Ask him, if he did receive it, what action he took. 

. Ask him for copies of any newspaper releases put out by him. 

. Ask him, if he replied to the questionnaire, to give you a copy. 

. Ask him, if he did not, why. 

. Ask him how much in refunds have been made, and for what period. 

. Ask him the names of those companies making such refunds. 

. Ask him how he voted on the resolution of the National Association of 
Insurance Commissioners as quoted in the bulletin. 

9. Ask him, regardless of how he voted, if he doesn’t consider such a reso- 
lution a “whitewash” and the “settlement” approved a coverup for wide- 
spread “misclassification. 

10. Ask him, if he voted for the resolution, if he considered he was ade- 
quately protecting the public interest. 

11. Ask him, if he made no public announcement of the scheme, if that 
did not prevent many victims from getting back substantial “misclassifica- 
tion” overcharges—those collected prior to May 1, 1954, too. 

It is a known underwriting fact that only 13 to 15 percent of all collision risks 
properly belong in class 2. Class 2 is where there are drivers in the family under 
25 years of age. The offending companies just didn’t ask or were furnished no 
such information. Insurers invariably obtain such data for rating purposes. 

Yet this scheme, with the estimated millions collected under it, put some 
80 percent of risks obtained in class 2, or the high category. Profits, naturally, 
were stupendous. 


91018—57—pt. 1—_—-12 
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As you will note, the insurance companies and their finance-company affiliates 
are specifically named in the attached bulletin. Do not discuss the bulletin with 
them until it arrives in final form. 

Refunds to date, in State after State, already total hundreds of thousands of 
dollars. 

This bulletin—and its nationwide distribution in vast quantities—cannot fail 
to perform an outstanding public service, as well as alert the public to the means 
of retrieving money already paid out by it. 

When the final copy arrives, therefore, be ready. Have your contacts care- 
fully covered in advance. 

And, let us repeat, this is the most important case ever to come to Better 
Business Bureau attention. 

Sincerely yours, 
COMMITTEE ON INSTALLMENT CONTRACTS, 
KENNETH B. BACKMAN. 
H. I. McELDOWNEY. 
Victor H. Nypore. 
JOHN L. O’BRIEN. 
KENNETH B. WILLSON. 
KENNETH BARNARD, Chairman. 


{Confidential—not for release—for simultaneous release by all bureaus on a date to be 
announced later] 


(SuGGESTED PRESS RELEASE) 


Millions of dollars in overcharges resulting from misclassifications of colli- 
sion insurance on financed automobiles have been paid by American motorists 
nationwide during the past several years, the National Better Business Bureau 
revealed in a bulletin released locally today through the —-————— Better 
Business Bureau. 

“Substantial refunds of these unwarranted charges have and still are being 
made in several States,” [name of bureau official, title, name of bureau] stated. 
“They have no doubt come as a complete surprise to the recipients, few of whom 
had any suspicion that they had paid more than the proper rate for their in- 
surance. There are thousands of equally unsuspecting victims to whom it is 
unlikely that restitution will be made unless, as individuals, they take the 
initiative, or at least cooperate with their insurance departments, in demanding 
redress.” 

According to [name of local bureau manager], the overcharges have been 
based on misclassification of the risk insured, resulting from failure to obtain 
elementary rating information from individuals purchasing automobiles on time- 
payment contracts. He explained that in most States buyers of automobile col- 
lision insurance are classified by the insurance departments so that those who 
enjoy a less hazardous status may buy their insurance cheaper than those who 
are greater risks. For example, he explained that most States have established a 
class I for collision insurance where there are no drivers in the insured house- 
hold under the age of 25 years. Where there are drivers under 25, a class II 
rate applies with a premium charge which may be as much as 45 percent more than 
than for a class I policy. The overcharge to the car owner who is rightfully en- 
titled to a class I rating, but is erroneously placed in Class II, can be as much as 
$75. Some companies selling insurance on financed automobiles had followed the 
practice of writing class I policies only in those cases where a rating form 
was attached showing that the insured was entitled to the lower rate. If 
the dealer or finance company neglected to submit the necessary rating informa- 
tion, the insurance company simply wrote the policy at the higher rate resulting 
in overcharges which some State insurance examiners have estimated exceed $25 
million. 

The [name of bureau—title of officer] pointed out that, while premium over- 
charges have existed nationally and on an enormous scale, the insurance indus- 
try as a whole has not been involved. “So far as is known,” he stated, “the 
comparatively few insurance companies at fault are affiliates of automobile 
finance companies, but it would be wrong to conclude that all such companies have 
made such overcharges. Many insurance companies and their finance affiliates 
have been scrupulous in their insistence on adequate information from which the 
proper rate could be determined and have charged accordingly.” 

Under a plan for settlement proposed by the National Association of Insurance 
Commissioners, insurance companies involved have been sending questionnaires 
to holders of policies which were in force on June 30, 1955. Refunds are being 
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made to those who furnish rating information showing that they had overpaid. 
However, according to [name of bureau official], there are many people entitled 
to refunds who are not getting them. In this connection, the National Better 
Business Bureau bulletin states: 

“In some cases these individuals have failed to respond to the questionnaires 
which are'being circulated by insurance: companies involved with the approval 
of the insurance department. Some policyholders mayhave’ failed to return 
the questionnaires for fear they would have to make additional payments. 
There is no need for such concern. The policyholder who fails to fill out and 
return the questionnaire can only be depriving himself of money to which he 
may properly be entitled. 

“As for the majority of States, it is not known by NBBB what the insurance 
departments may be doing to require the return of overpayments. The better 
business bureaus have received no response to queries directed to these 
uuthorities. 

“Finally there is that group of automobile owners whose policies were not 
in force on June 30, 1955, but who may ‘still ‘be entitled to»refunds... Changes 
in the laws and regulations permitting insurance companies to charge a higher 
rate for the more hazardous risks began about 1950 and have become effective 
in most States at various times since that date, some of them quite recently.” 

To the thousands of drivers who are entitled to refunds which they may not 
obtain except on their own initiative, the bulletin offers this advice: 

“If, at the time you purchased your car you were asked about the age of all 
drivers and the use to which your car would be put, this was presumably for 
the purpose of submitting a proper rating form to the insurance company and 
the chances are that your car was properly classified. 

“If there are drivers of your car under the age of 25, it is unlikely that your 
ear has been misclassified. If neither of these circumstances exists, you may be 
one of those owners who has been misclassified and you should immediately raise 
the question with the insurance company. 

“As of today, in some States, at least, underwriting procedures have been 
corrected. It is now required that the insurance companies have a form con- 
taining the necessary information and signed by the automobile purchaser before 
it issues a policy. This procedure, in areas where it is in operation, should 
effectively eliminate misclassifications in the future.” 

“However,” [name of bureau official] pointed out, “the use of proper rating 
forms will not necessarily result in a lowering of the overall amount which the 
purchaser of the automobile pays to the finance company. In fact, car pur- 
chasers have no way of knowing what they are paying for insurance unless, 
at the time of sale, the cost of insurance and the finance or other charges are 
listed as separate items. To protect themselves against the packing of time- 
payment contracts with excessive finance or insurance charges, auto purchasers 
should insist on getting these four fundamental facts separately and in writing: 


“(1) Cash delivered price, including specified extras. 

“(2) Exact amount of downpayment and trade-in allowance, if any. 
“(3) Finance charge and for how long. 

(4) Cost of insurance and coverage provided. 


“With respect to coverage, the contract should specify how much and what 
kind of insurance (fire, theft, collision, life, health and accident, or other) and 
the buyer’s classification on collision.” 


(A complete copy ofthe bulletin with unlimited permission to quote is 
attached.) 


NATIONAL BetrerR Business Bureau, INc., New York, N. Y. 


Affiliated with Better Business Bureaus in principal cities of the United States 
and Canada 


SEPTEMBER, 1956 
COLLISION INSURANCE OVERCHARGES TOTAL MILLIONS 


AUTO BUYERS URGED TO PROTECT SELVES FROM EXCESSIVE CHARGES ON TIME PAYMENT 
CONTRACTS 


Millions of dollars in overchazges resulting from misclassifications of collision 
insurance on financed automobiles have been paid by American motorists nation- 
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wide during the past several years. Some State insurance examiners have 
estimated that the total might exceed $25 million. 

Substantial refunds of these unwarranted charges have and still are being 
made in several States. They have no doubt come as complete surprises to the 
recipients, few of whom had any suspicion that they had paid more than the legal 
rate for their insurance. There are thousands of other equally unsuspecting 
victims to whom it is unlikely that restitution will be made unless, as individuals, 
they take the initiative, or at least. cooperate with their insurance departments, 
in demanding redress. 











MOST INSURANCE COMPANIES NOT INVOLVED 


While these premium overcharges have existed nationally and on an enormous 
scale, the public should not conclude that the insurance industry as a whole has 
been involved. In Connecticut, for example, only 15 of 260 companies investigated 
by the insurance department were found to have overcharged. In New Jersey, 
of more than 300 companies investigated. only about a dozen were found where 
overcharges were prevalent. Massachusetts’ insurance commissioner listed only 
four such companies and made it clear that “the established casualty insurance 
companies doing business in this State are not involved in any way.” 

Insurance companies known to be involved and their automobile finance 
company affiliates are: 





































Cavalier Insurance Co. (Commercial Credit Co.) 

Calvert Fire Insurance Co. (Commercial Credit Co.) 

Hmmeo Insurance Co. (Associates Discount Corp.) 

industria! Insurance Co. (American Installment Credit Corp.) 
Marathon Insurance Co. (Pacific Finance Corp.) 

Service Fire Insurance Co. (Universal CIT Credit Corp.) 


So far as is known, the comparatively few insurance companies at fault are 
affiliates of automobile finance companies, but it would again be wrong to con- 
clude that all such companies have made such overcharges. Some insurance 
companies and their finance affiliates have been scrupulous in their insistence on 
adequate information from which the proper rate could be determined and have 
charged accordingly. 


“SLIPSHOD AND UNCONSCIONABLE PRACTICES” 





The overcharges have been based on misclassification of the risk insured and 
these misclassifications have resulted from failure to obtain elementary rating 
information from the car purchaser. New Jersey’s commissioner of insurance 
and banking has stated that: “In the early part of this investigation we formed 
the opinion that the omission of complete classification data was deliberate 
because, in many cases, the underwriting information was retained in the office 
of the finance company or bank, where the business originated, and was not for- 
warded to the home office of the company for proper classification by the com- 
pany underwriters.” With respect to companies involved in Massachusetts, the 
insurance commissioner has described the practice as “a combination of slip- 
shod and unconscionable practices perpetrated jointly by a number of automobile 
dealers, financing institutions, and their affiliated insurance companies.” 

When purchasing an automobile, it is, of course, no more than prudent and 
a sound business practice to insure the vehicle against financial loss. If the car 
is purchased on time, the dealer, finance company, or bank which finances the 
unpaid balance will usually require that, as a minimum, fire, theft, and collision 
insurance be taken out as protection to itself as well as to the automobile 
purchaser. The rates which the insurance company can legally charge are made 
or approved by the various State insurance commissions. 











MISCLASSIFICATION EXPENSIVE FOR CAR OWNER 





In most States, buyers of automobile-collision insurance are classified by the 
insurance departments so that those who enjoy a less hazardous status may buy 
their insurance cheaper than those who are poorer risks. For example, it is 
known that young people, under the age of 25 years, have more accidents than 
older drivers. The insurance company is required to pay losses more frequently 
on insured cars operated by these youthful drivers than in the case of a man or 
woman over 25. In recognition of this fact, most States have established a class 
1 rate for collision insurance where there are no drivers in the insured household 
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under the age of 25 years. Where there are drivers under age 25, a class 2 rate 
applies. Many States have additional classifications. The premium charge for 
a class 2 policy may be as much as 45 percent more than for a class 1 policy. 
The overcharge to the car owner who is rightfully entitled to a class 1 rating 
but is erroneously placed in class 2 can be as much as $75. 


THE TEXAS DISCOVERIES 


The first clue that such costly misclassification might in fact exist on a wide- 
spread scale came during the summer of 1954 when the Texas Board of Insur- 
ance Commissioners received information that a number of automobile drivers 
insured by the Service Fire Insurance Co. were so misclassified. Operating 
nationally, this company annually insures more than 800,000 cars financed 
through the Universal CIT Credit Corp., with which it is affiliated. A prelimi- 
nary investigation indicated that approxmately 85 percent of the drivers insured 
by this company in Texas had been placed in class 2. 

Nationally, according to the National Association of Insurance Commissioners, 
only 13 percent of all automobile policyholders in all insurance companies are 
in class 2, whereas 80 percent are in the less expensive class 1, with 7 percent in 
all other classes. The suspicion that there was something wrong with the Service 
Fire classifications was clear. Following a conference with the Texas board; 
the company sent a letter to policyholders which it had placed in class 2, telling 
them that they might have been misclassified, in which case they would be given 
a cash refund, and requesting information in proof of such possible misclassifica- 
tion. Less than half of these policyholders responded to the questionnaire, but 
of those replying, 85 percent were determined to have been misclassified. The 
company thereupon made cash refunds of approximately $89,000 to those indi- 
vidual policyholders. 

Meantime, investigations were also conducted to determine whether other 
insurance companies were complying with Texas requirements concerning classi- 
fication of automobile risks and, of 16 to 18 companies checked, 5 were found to 
have made similar misclassifications. An additional $100,000 was refunded to 
policyholders in these companies as follows: Calvert Insurance Co., $8,845; 
Cavalier Insurance Co., $42,628: Consolidated Lloyds, $14,636; Home Service 
Casualty Co., $1,096; Marathon Insurance Co., $24,700. 


NATIONWIDE MISCLASSIFICATION 


Underwriting procedures were corrected to prevent future misclassifications. 
An investigation conducted by the Texas Insurance Board a year later (1955) 
indicated that the companies previously at fault were properly classifying their 
risks so that policyholders in that State were getting the rating to which they 
were entitled. However, during an examination of Service Fire Insurance Co., 
conducted in New York in the early part of 1955 by the National Association of 
Insurance Commissioners (NAIC), it became evident that practices leading to 
misclassification were not confined to Texas but existed on a national scale. A 
check of the policies written by this company nationally during April 1955 
showed that 26.33 percent of its policies were in class 1, 46.04 percent in class 2, 
and 27.83 percent in all other classes. Here again the variance from the national 
average of only 13 percent in class 2 policies was so great that the conclusion 
that many Service Fire class 2 policies belonged in class 1 was inescapable. 
Further investigations were conducted. According to one of the examiners, they 
went back as far as 1951 on Service Fire and “the further back we went the worse 
it was. In St. Louis in 1951, I found as high as 90 percent in class 2 that should 
have been in class 1; in fact, nearly all in class 2, once in a while in class 1. 
The majority should have been in class 1.” 

It developed that Service Fire and the other insurance companies similarly 
involved had followed the practice of writing class 1 policies only in those cases 
where a rating form was attached showing that the policy was entitled to the 
lower rate. If the dealer or finance company neglected to submit the necessary 
rating information, the insurance company took no steps to determine the 
facts, but simply wrote the policy at the higher rate. Obviously, doing business 
under this theory could be highly profitable to the insurance company. 
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THE NAIC RESOLUTION 


As the nationwide aspects of the overcharging became known, the National 
Association of Insurance Commissioners appointed a special committee to study 
the problem. In December 1955, NAIC adopted the following resolution : 

“Whereas it has come to the attention of this committee that some insurers 
engaged in the business of automobile physical-damage insurance covering 
financed cars had, due to possible misclassification of some insureds, charged 
premiums in excess of the applicable rates; and 

“Whereas this matter has been receiving the serious consideration of this com- 
mittee, not only from the standpoint of fashioning measures to prevent any mis- 
classification but also with a view toward effecting the return of the overcharges, 
if any ;;and 

“Whereas there exists a grave question of law in most States as to who may be 
entitled to the return of any such overpayment; and 

“Whereas it appears that at least one of the insurers which may have mis- 
classified assureds has, effective as of July 1, 1955, installed new rating pro- 
cedures on a nationwide basis, which were designed to and in all likelihood will 
prevent future errors in the classification of insureds ; and 

“Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respect of all 
policies previously written which were in force on June 30, 1955, and on the 
basis thereof and without resolving the question of law involved, refunds of 
proven overpayments, will be made to the insureds; and 

“Whereas under the proposed settlement an insured will be entitled to a re- 
fund of overpayment by furnishing rating information on a prescribed form 
properly verified showing that there was an error in his classification ; and 

“Whereas the offer of settlement is made without prejudice to the legal rights 
or contentions of any parties concerned: Now, therefore, be it 

“Resolved, That it is the sense of this committee that such offer is fair and 
reasonable; and be it further 

“Resolved, That this committee recommend favorable consideration of such 
offer by the several States for which it may be made, unless the laws thereof 
otherwise provide; and be it further 

“Resolved, That this committee recommend to the several States that such 
offer be the pattern for the disposition of all similar situations.” 

Why did the proposed “settlement” provide for refunds only in the case of 
policies previously written which were in force on June 30, 1955? What about 
other policies written some years ago? Should not these policyholders receive 
refunds, likewise, if they overpaid? 

As explained by one insurance commissioner, the average policy for the company 
referred to in the resolution runs for a period of about 22 months. Hence, 
checking of persons holding policies as of June 30, 1955, would, in effect, pick up 
most policies which had been written during the previous 22-month period. 
Prior to that time, it was stated, rate differentials within the classes involved 
were not great and the date limit was also dictated largely because of the un- 
availability of records going back more than 2 years. 

However, the NAIC resolution was not binding on, nor acceptable to, all State 
insurance departments. Some are trying to have all excessive charges returned 
to policyholders regardless of the date of issuance of the policy. 


WHO GETS THE REFUND? 


Automobile owners who thought they were paying for their insurance will 
be surprised to learn that the “grave question of law” cited in the resolution 
appears to have revolved about whether refunds should be made to the finance 
company or to the car purchaser. 

This doubt is presumably based upon the contention that the policy is issued 
at the request of the finance company, and. the money paid the insurance com- 
pany is the finance company’s money. Under this view, any overcharges would 
be returned to the finance company rather than to the individual. Since the 
insurance companies getting the overcharges in this matter were affiliates of 
the finance companies, a return of overcharges from insurance companies to 
finance companies would amount to the parent company taking the overcharges 
out of one pocket and transferring them to another. Fortunately for car pur- 
chasers, this theory has not prevailed. 
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SERVICE FIRE RECLASSIFIES 























Service Fire Insurance Co. has advised the National Better Business Bureau: 

“While it appears clear that the companies were under no legal obligation to 
attempt reclassification of their existing policyholders and reimbursement for 
overcharges, in the interest of good public relations and equity, our company 
has voluntarily undertaken a reclassification program as a result of a proposal 
made to the insurance officials of the various States. 

“In effect, it consists of the sending of a questionnaire to the policyholders 
affected, asking them for information to enable us to check the accuracy of the 
premium charged under the policy. Policyholders found to have been over- 
charged will receive appropriate refunds. The work required to effectuate this 
program is of tremendous proportions. E\very effort is being made, however, to 
complete the program in the quickest time possible.” 

Cavalier Insurance Co., Calvert Fire Insurance Co., Bmmco Insurance Co., 
Industrial Insurance Co., and Marathon Insurance Co. have also advised National 
Better Business Bureaus that they have undertaken reclassification of their 
policyholders with a view toward correcting overcharges. These companies also 
reported setting up additional procedures so as to prevent future misclassifi- 
cation. 

OVERCHARGES UP TO $75 PER POLICY 




































On May 24, 1956, the Massachusetts insurance commissioner reported that 
more than $125,000 in overcharges has been returned to Massachusetts resi- 
dents. He has named the companies as Calvert Fire Insurance Company of 
Philadelphia, Emmco Insurance Company of South Bend, Ind., Industrial In- 
surance Company of Holland Township, N. J., and Service Fire Insurance Com- 
pany of New York. The Massachusetts insurance commissioner said that a total 
of 10,000 car purchasers were believed to have been overcharged by amounts of 
$24 to $75 in finance-insurance deals running over 3-year payment plans. He 
said his probe also revealed that many victims of overcharges were also sold 
a credit, life, accident and health, and bail-bond package deal, which further 
inflated their already heavily loaded monthly finance charges. 

In Oklahoma, Service Fire Insurance Company has repaid $11,300 to 1,040 
policyholders; and Calvert Fire Insurance Company and Marathon Insurance 
Company have made refunds totaling $25,677 as of April 17, 1956. The insur- 
ance commissioner has estimated refunds on overcharges to Oklahoma policy- 
holders would amount to over $100,000. 

In Arkansas, Service Fire Insurance Company is reported to have made re- 
funds as of May 4, 1956, of something over $36,000 and “the job is only about 
one-third completed.” Two other companies are said to have been involved in 
Arkansas. 

Kentucky, New York, and Pennsylvania, among other States, are requiring 
refunds, generally along the lines recommended in the NAIC resolution. How- 
ever, the insurance departments of these States will not disclose the names of 
the companies involved to the better business bureaus. A similar policy is 
noted in Connecticut where the insurance commissioner on May 18, 1956, an- 
nounced that 15,000 policyholders in that state had received refunds amounting 
to $300,000 as a result of overcharges on their automobile collision insurance 
and that at least another 10,000 policyholders are entitled to these refunds, 
previously reported to range as high as $75 each. The commissioner said that 
overcharges were made by 15 different insurance companies and that refunds 
were expected to total $500,000. Similarly, the commissioner of insurance and 
banking in New Jersey announced on July 22, 1956, that $615,627.11 had been 
returned thus far to 6,824 policyholders in New Jersey by 5 insurance com- 
panies, the average return being $24 per policyholder. Ten other insurance 
companies were under investigation. 


Paso 


MANY ARE NOT GETTING REFUNDS 





While overpayments are being returned to many policyholders in many 
States, there are many people entitled to refunds who are not getting them. 
In some cases these individuals have failed to respond to the questionnaires 
which are being circulated by insurance companies involved with the approval 
of the insurance department. Some policyholders may have failed to return 
the questionnaires for fear they would have to make an additional payment. 
There is no need for such concern. The policyholder who fails to fill out and 
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return the questionnaire can only be depriving himself of money to which he 
may properly be entitled. 

As for the majority of States, it is not known by NBBB what the insurance 
departments may be doing to require the return of overpayments. The better 
business bureaus have received no response to queries directed to these 
authorities. 

Finally there is that group of automobile owners whose policies were not in 
force on June 30, 1955, but who may still be entitled to refunds. Changes 
in the laws and regulations permitting insurance companies to charge a higher 
rate for the more hazardous risks began about 1950 and have become effective 
in most States at various times since that date, some of them quite recently. 


HOW TO GET A CASH REFUND 


You may be one of the thousands of drivers who are entitled to refunds which 
you may not obtain except on your own initiative. 

If at the time you purchased your car you were asked about the age of all 
drivers and the use to which your car would be put, this was presumably for 
the purpose of submitting a proper rating form to the insurance company and 
the chances are that your car was properly classified. If there are drivers of 
your car under the age of 25, it is unlikely that your car has been misclassified. 
If neither of these circumstances exists, you may be one of those owners who 
has been misclassified and you should immediately raise the question with the 
insurance company. 

As of today, in some States at least, underwriting procedures have been cor- 
rected. It is now required that the insurance companies have a form containing 
the necessary information and signed by the automobile purchaser before it 
issues a policy. This procedure, in areas where it is in operation, should effec- 
tively eliminate misclassifications in the future. 

All this means, however, is that the finance company will be paying the insur- 
ance company the proper rate. 

The use of proper rating forms will not necessarily result in a lowering of 
the overall amount which the purchaser of the automobile pays to the finance 
company. In fact, car purchasers have no way of knowing what they are pay- 
ing for insurance unless, at the time of sale, the cost of insurance and the finance 
or other charges are listed as separate items. In some States the law requires 
the separation of finance charges and cost of insurance. 


BEWARE THE “PACK” 


In many States, in selling cars on installment today, many purchasers are told 
no more than the amount of the monthly payments they will be obliged to make 
under the time payment contracts that they sign. The dealer determines the 
amount from rate charts with ready-made figures which make provision for the 
unpaid balance of the purchase price and for all charges incident to the install- 
ment purchase, including those for finance and insurance. Some dealers itemize 
these charges so that the customer knows exactly what he is paying and for 
what. Others simply lump them together. This procedure lends itself to the 
disreputable practice of “packing” automobile time contracts. 

Here is how the “pack” works. Except in a few States, financing rates are 
not regulated by law. Accordingly, unscrupulous dealers and financing agencies 
ean conspire to make the charges as high as the uninformed and unsuspecting 
customer will stand. A high charge having been put over on the customer, the 
finance agency buying the contract will retain its regular, rock-bottom charges, 
including reserve on recourse deals, and return a cut to the dealer. This is 
the “pack.” 

In many cases in the past, the insurance protection afforded has been so 
limited that the dealer has been reluctant to break down the financing and 
insurance charges because he knows that the cost of insurance as against that 
of financing is so small that comparison would instantly brand the transaction 
for what it is—a brazen attempt to cheat the public by “packing” his contract 
with hidden finance charges. 

Widespread misclassification of collision insurance risks has the practical 
effect of wholesale “packing” of automobile time-payment contracts with exces- 
sive insurance charges—a reverse twist of the usual procedure. The fault, 
in the first instance, may lie with the dealers, who, willfully or ignorantly, 
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neglect to obtain and furnish to the finance company adequate data on which to 


ne in which which insurance classification each customer properly 
ongs. 


GET FOUR FUNDAMENTAL FACTS 


Individuals can protect themselves against “packing” in any form if, before 
signing an automobile time-purchase contract, they insist on getting these four 
fundamental facts separately and in writing: 

(1) Cash delivered price, including specified extras 

(2) Exact amount of downpayment and trade-in allowance, if any 
(3) Finance charge and for how long 

(4) Cost of insurance and coverage provided 

With respect to coverage, the contract should specify how much and what 
kind of insurance (fire, theft, collision, life, health and accident, or other) and 
the buyer’s classification on collision. 

Contracts which contain this information cannot be “packed” without your 
knowledge. Get a copy of any papers you sign and never sign blank contracts. 
If in doubt, consult someone in whom you have confidence—an attorney, your 
financial adviser, your insurance broker, or your better business bureau, which 
is supported by business firms to help you achieve maximum satisfaction in 
your relations with business. 

(Acknowledgment: NBBB is indebted to the committee on installment con- 
tracts of the Association of Better Business Bureaus for its assistance in the 
publication of this bulletin.) 


Senator Monroney. Thank you very much, Mr. McCarthy, and 
Mr. Mawhinney, for giving us the benefit of your testimony. 

Our next witness is Mr. Albert Jordan, District Insurance Super- 
intendent. 

Would you step forward, Mr. Jordan. 

Do you have an assistant ? 

Mr. Jorpan. Yes, Mr. Miller O. Stout, Deputy Assistant of In- 
surance. 

Senator Monroney. State your name. 

Mr. Jorpan. Albert F. Jordan. 

Senator Monroney. Do you solemnly swear the testimony you are 
about to give in this case will be the truth, the whole truth, and noth- 
ing but the truth ? 

Mr. Jorpan. Yes. 

Senator Monronry. And, Mr. Stout will probably be testifying, 
too, 

State your name for the record. 

Mr. Stout. M. O. Stout. 

Senator Monronry. Do you solemnly swear the testimony you are 
about to give in this case will be the truth, the whole truth, and noth- 
ing but the truth? 

r. Strout. Yes. 

Senator Monroney. I believe you have a prepared statement? 

Mr. Jorpan. I have a hastily prepared short statement. 

Senator Monroney. Unfortunately, we did not have this early 
enough to ask for extra copies for the press, which is, of course, inter- 
ested in this case of it—as it affects the District of Columbia. If you 
would read it distinctly and slowly enough so they could follow the 
statement it would be appreciated. 

Mr. Jorpan. I will do my best, Mr. Chairman. 
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TESTIMONY OF ALBERT F. JORDAN, DISTRICT INSURANCE SUPER- 
INTENDENT, AND MILLER 0. STOUT, DEPUTY ASSISTANT OF 
INSURANCE 


Mr. Jorpan. For a considerable period of years it has been the 
policy of the Department of Insurance of the District of Columbia 
to revoke or refuse to renew the license of any insurance company 
or agent found to have violated the law deliberately in any important 
respect. 

We have had no complaints of any such violations in the case of 
misclassification, now under investigation by this committee. 

In the case of Service Fire Insurance Co., it came to my attention 
in the fall of 1955 that a representative of one of the State insurance 
departments which was then conducting an examination of the com- 
pany had stated that the examination disclosed many instances of 
misclassification and overcharges. This information came to my at- 
tention from an item in the trade press, and it was my understanding 
that the company was alleged to have committed these offenses over 
a widespread area. Consequently, on November 9, 1955, I wrote to 
the president of Service Fire Insurance Co. informing him that the 
allegation had come to my attention, and requesting that I be advised 
promptly— 
as to what extent such excess charges and premiums had been collected from 
policyholders domiciled in the District of Columbia. 

Shortly thereafter I received a call from Mr. Risque, assistant vice 
president of the company, saying that he was calling at the president’s 
request. 

He stated that the allegation which I had cited was unfair, that the 
company had not been guilty of any greater number of errors of mis- 
classification than any other comparable company, and that in any 
event the company was proceeding as speedily as possible to find out 
the names of persons who had been overcharged, and to make appro- 
priate adjustments to them. 

Mr. Risque expressed willingness to cooperate. I informed Mr. 
Risque that it was always my position in such cases that the company 
should have every opportunity, voluntarily, to correct its honest mis- 
takes, and to make any necessary changes in its practices. I cautioned 
him, however, that companies doing business in the District of Co- 
lumbia were expected either to obey the law or to get out of the Dis- 
trict of Columbia, and if it developed that his company was deliber- 
ately violating the law or cheating its policyholders I would most cer- 
tainly revoke the company’s license in the District of Columbia. 

Following this telephone conversation representatives of the com- 

any called several times at my department and conferred with Deputy 
Giiperintsndent Stout, who had been designated by me to negotiate 
with them. Mr. Stout kept me informed of the situation as it 
developed. 

Mr. Stout agreed that the company would send questionnaires to its 
policyholders seeking information from which a classification check 
could be made. 

Finally, on July 18, 1956, Mr. Risque notified me that apparent] 
the company had received all of the completed questionnaires whic 
would be returned, that out of the 216 replies received, 175 of them 
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indicated necessity for premium adjustment, and that it had paid out 
$9,536.03 for that purpose. I was satisfied on the basis of my experi- 
ence with the company that the errors were due to a combination of 
carelessness and lack of adequate attention on the part of officers of 
the company, but I found no reason to believe that they had deliber- 
ately conspired to cheat their policyholders. 

T knew, also, that the company was subject to being examined by the 
State of New York, and I felt confident if the company had made any 
false representation to me information pertaining thereto would un- 
doubtedly uitimately reach me through a report of examination which 
| would normally receive from the State of New York. 

Consequently, I took no further action. 

As to the other insurance companies which have been named at this 
hearing, severa] have never been licensed to do business in the District 
of Columbia. One, American Fidelity & Casualty Co., of Richmond, 
Va., mentioned by Commissioner Humphreys, was found in the fall of 
1951 to have deliberately violated the law in the District of Columbia, 
and its license was promptly revoked. 

Of the others, we have had complaints of misclassification on the 
part of only 1 company, but in that case only 2 such complaints were 
received over a considerable period of time, and when they were 
brought to the company’s attention it very promptly and courteously 
made appropriate adjustments. 

I do not feel that further action by this department is required in 
the case of that company, particularly in view of the fact that, under 
date of October 25, 1956, I received a report of an examination by the 
States of Pennsylvania, Kentucky, and Illinois showing that proper 
safeguards had been established to correct and prevent any abuses in 
the field of misclassification. Parenthetically, Mr. Chairman, I have 
a copy of that report here. 

Senator Monroney. That is for the other company you mentioned. 
I think it would help for the record at this point to state what that 
company was. 

Mr. Jorpan. That was Calvert. 

Senator Monroney. And you had only two complaints? 

Mr. Jorpan. Yes, sir. 

Senator Monroney. Were they individuals? 

Mr. Jorpan. Yes, sir. As to abuses in the financing of automobiles, 
although the matter is not within my jurisdiction, | am glad to say 
that for several years the Corporation Counsel of the District of Co- 
lumbia has collaborated with the bar association and other groups in 
an effort to provide for better regulation of the business. S. 3222 was 
designed for that purpose, and was introduced in the 84th Congress, 
but failed of passage. 

The filing of insurance has to do with such business only to the 
extent that insurance is involved. In one such important case it was 
found that the moneylender was using his insurance license as a device 
for cheating people. I revoked the license and was upheld by the 
court of appeals in the litigation which followed. The case is referred 
to as Columbia Auto Loan v. Jordan. 

Later it was found that the president of Columbia Auto Loan was 
in control of another insurance agency through stockownership. I 
refused to renew that license, and was upheld by the lower court, but 
was reversed in a 2-to-1 decision by the court of appeals. The case is 
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referred to as Atlantic Inswrance Agency v. Jordan. In that case the 
court held that the Superintendent of Insurance had no authority to 
refuse to renew a license on the grounds of untrustworthiness of the 
applicant, and a bill to correct the effect of that decision was promptly 
introduced in the last Congress but failed to pass. It has been intro- 
duced again in this Congress as S. 1040 and H. R. 5499. These bills 
have the support of all of the insurance organizations, including those 
maintained by the life-insurance companies. 

Now, in addition to that, Mr. Chairman, if you will permit me to 
do so, I would like to comment extemporaneously on the statement 
just made by Mr. Mawhinney. 

Over a long period of years, since I have been with the District 

overnment, our relations with the local better-business bureau have 
en most pleasant and on a friendly basis, and still are. 

It is my recollection that Mr. Mawhinney called me—I don’t recall 
the date, but I am sure the date he mentioned was correct—outlining 
very briefly what he had in mind in wanting to come to see me. 

Shortly thereafter he came over and told me that he had this release 
from the Chicago office, and asked me to look it over and let him know 
what I thought of his releasing it to the press. 

In the first place, he did not have to get my permission to release 
it. He was merely asking me in a friendly way what he should do 
about it. 

The thing that struck me after reading it one time was, in the first 
place, it purported to have emanated from the local office. I didn’t 
like that. I told him, with particular reference to his statement that 
the a. would be aroused—I think that is approximately the phrase 
used—I told him that, if he released that, members of the public would 
immediately start bombarding his office asking him questions about 
it which he would be unable to answer because he didn’t know any- 
thing at all about it. 

In other words, the statement would indicate on the face of it that 
the local office had a good deal of information on this subject, when 
actually they had none, and he would be in the embarrassing position 
of being unable to support his own statement as released to the press. 

Further, as to what we were doing: I think I commented briefly 
on the examination procedure which was in process then of examining 
these companies, and that in the District of Columbia apparently our 
situation was not as serious as that in some of the other areas, judging 
from the lack of complaints we had had on the subject. 

Now, as to the examination procedure, I am not sure it has been 
made clear at this hearing, Mr. Chairman, just what that procedure is. 

Senator Monroney. I wish you would tell us, because this is an 
examination that you rely on—out of the home-office company, ex- 
amined by 3 or 4 insurance-commissioner representatives, who in- 
vestigated the assets and the records and the audits of the insurance 


company. 
Mr. Jorpan. Yes; may I tell you how that operates ? 
Senator Monroney. We would like to have that; yes. 
Mr. Jorpan. In the District of Columbia we have 638 licensed in- 
surance companies. Congress has never and never will, as a matter 
of fact, should not, appropriate enough money for me to send examiners 
all over the United States into every one of those 638 companies. 
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Instead of that, Congress has provided in a section of law, quite 
similar to that in effect all over the United States, that the Superin- 
tendent of Insurance may, in his discretion, examine the books and 
records of any insurance company licensed in the District of Columbia. 

He is required to examine life-insurance companies not less fre- 

uently than once every 3 years, but, as to companies domiciled out- 
side of the District of Columbia, the law says the Superintendent may, 
in lieu of making his examination, accept the report of the depart- 
ment in the State where the company is domiciled. 

Now there was a time, many years ago, when there was a great deal 
of confusion about these examinations. Companies would find ex- 
aminers would come in on them like locusts from all over at any time. 
It was unpredictable. And ines their motives were not devoid 
of ee that is to say, somebody would appoint a drove of examiners 
and send them out at gunn expense to examine these companies. 

Some years back, I would say maybe—am I taking too long—— 

Senator Monroney. No; go ahead. 

Mr. Jorpan. Approximately 20 years ago, a system was devised by 
the National Association of Insurance Commissioners—and let me 
say, parenthetically, that the National Association of Insurance Com- 
missioners is an organization of which every insurance department 
head, ex officio, is a member. 

Senator Monroney. A voluntary association ? 

Mr. Jorpan. It is a voluntary association, but they meet and ex- 
change views, because of the fact that insurance regulation is largely 
and necessarily a joint undertaking, because of the method of doin 
business. Well, anyway, a system was devised whereby the Unite 
States was divided into six zones. Zone 1 was New York, Connecti- 
cut, Maine, New Jersey, Massachusetts—— 

Senator Monroney. Well, that is all right. 

Mr. Jorpan. And soon. I was just giving you an example. So that 
under this system an insurance company, when it comes up for an 
examination, the insurance commissioner in this jurisdiction would 
call the examination, to use a colloquial term. The zone managers 
would be notified and each of the zone managers in an area where the 
company did business would designate representatives to act for the 
entire zone in the examination of that company. Now, that is a pro- 
cedure which has worked very well through the years. 

Senator Monroney. Who pays for that examination ? 

Mr. Jorpan. The insurance company being examined. 

Senator Monroney. Pays the funds for the examiners, rather than 
the State or the public bodies? In other words, they are paying for 
their own examination. 

Mr. Jorvan. Yes, sir. Now, as a result of that, I obviously felt 
justified in waiting for a report which would come as a routine mat- 
ter from the States participating in the examination, particularly 
since, in the District of Columbia, as perhaps cont from some 
other area, we were receiving no complaints as to this company. And, 
in the case of the one where we picked up the trade press announce- 
ment, the company seemed to be acting properly and we thought no 
further examination at that time was warranted. 
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If I had thought differently about it and had, and had thought that 
I should have sent an examiner into that company—as a matter of 
fact, I had nobody to send at that time—— 

Senator Monronry. How many people do you have in your de- 
partment to regulate all of these operations in the District of 
Columbia ? 

Mr. Jorpan. Sir, at the present time we have 21 authorized posi- 
tions. We have 9 authorized examiners positions. We have asked the 
Appropriations Committee for three more, and we hope to get them. 

Senator Monronry. You have 9 examiners / 

Mr. Jorpan. Yes. As a result of that, we have been unable in 
recent years, that is as a result of lack of more examiners, to partici- 
pate in the examinations of companies domiciled elsewhere. That is 
to say, if a company in Pennsylvania, for example, comes up for 
examination, we would not be able to send anybody. We would have 
to take care of our own companies. 

Now do you have any further questions ? 

Senator Monroney. Mr. Busby had a conversation with you. You 
have been very cooperative in telling him what you knew about 
this. 

Mr. Jorpan. Unfortunately, I wasn’t in one day when Mr. Busby 
called. 

Mr. Busey. I just wanted to clear up one point. When you say the 
company pays for the examination, actually the Commission here pays 
the people to go out and make the examination, does it not? 

Mr. Jorpan. As to local companies; yes. 

Mr. Buspy. Well, what I am getting at is the companies don’t 
actually directly pay the examiners; do they / 

Mr. Jorpan. Yes. Not as to local companies. I was speaking of 
an association examination, where representatives of each of these 
zones participate in an examination. Then those representatives, by 
authority of their own State authorities, will submit a bill to the 
company for their per diem allowance and expenses. 

Mr. Bussy. Well, that is a minor point. 1 would like to go back to 
the misclassification of policies. You mention in your statement that 
you learned this in the press. 

Mr. Jorpan. Yes. 

Mr. Bussy. And Mr. Stout, in a conference with him, was very co- 
operative and gave me what ‘I believe you first learned of the mis- 
classification problem from, was it not—the prepared statement from 
Weekly News? 

Mr. Stour. The magazine, and also the publication in Best’s. 

Mr. Bussy. Dated October 3, 1955, mentioning, on the second page, 
that there had been allegations and a meeting of commissioners from 
six southwestern States, that money had been paid back from Mara- 
thon, Cavalier—in Texas, money had been paid by Marathon to 
policyholders $24,700, and Cavalier, $42 4628 ; Calvert, $8,846 ; Consoli- 
dated Lloyds of Texas, $14,636; and Home Service Casu: ilty of Texas, 
$1,096. 

Then the other squib you gave me here, in the November 7 edition 
of Best’s Weekly News Digest—I assume that is a standard publi- 
cation—that mentions, on page three, the Service Fire Insurance Co. 
in Oklahoma had been oaioae to show cause why its license should 
not be revoked because of these misclassifications. 
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Also, in the Insurance Advocate, which I assume is another standard 

ublication of your business, of November 5, 1955—the fact that Okla- 
ited was trying to revoke the licenses of Service Fire, and there were 
other companies involved, including Commercial Credit or, rather, 
Calvert Fire Insurance Co., their subsidiary, Stuyvesant Insurance 
Co., and the Emmco Insurance Co. Those were mentioned in these 
publications and I assume from that you wrote a letter to Mr. Risque 
or, rather, Service Fire? 

Mr. Srout. That is correct. 

Mr. Bussy. Do you have a copy of that letter ? 

Senator Monroney. Yes. 

Mr. Bussy. Mr. Chairman, I would like to submit for the record 
just the articles. 
(The material referred to is as follows :) 


{Insurance Advocate, November 5, 1955, pp. 26, 27] 
OKLAHOMA IN Move To REvoKE LIcENSE oF SERVICE FIRE 


Service Fire Insurance Co., of New York, was preparing its case this week to 
present at a public hearing in Oklahoma City, Okla., on November 21, after 
Oklahoma Insurance Commissioner Joe B. Hunt ordered the company to appear 
and show cause why its license to operate in that State should not be revoked. 
Commissioner Hunt stated that he and his staff have been investigating alleged 
overcharges in premiums on automobile insurance made by the above company 
in their dealings with Oklahoma policyholders. 

He said that the investigation disclosed that the Oklahoma law pertaining to 
rates had not been fully complied with. Commissioner Hunt further stated that 
it appears that the company had also violated the agency laws of Oklahoma and 
has engaged in coercive practices in the restraint of trade. The order issued 
also charges the company with unjust and inequitable dealings with Oklahoma 
policyholders. 

In New York, an official of Service Fire released the following statement to 
the insurance advocate, with regard to the Oklahoma “show cause” order: “We 
believe our operations are in accordance with the laws of Oklahoma and, when 
the opportunity is offered us, we expect to demonstrate this to the satisfaction 
of the insurance commissioner.” 

Service Fire, which is a subsidiary of the Universal C. I. T. Finance Co., has 
been the subject of widespread publicity since the president and counsel of the 
company were quizzed at a zone 5 meeting of the National Association of Insur- 
ance Commissioners in Austin, Tex., concerning overcharges in various States. 
It appeared that there are many cases where people who had no driver under 
25 years of age using their car were charged the higher rate, applicable to drivers 
under 25. 

Commissioner Hunt further stated that he is presently investigating the activ- 
ities of the Calvert, Cavalier, and Marathon Insurance Cos. Information at the 
Texas meeting disclosed that these insurance companies, which are also affiliated 
with finance companies, were overcharging in Texas. 

The New York Insurance Department maintains absolute silence about the 
matter except to say that an overall investigation is being conducted into the 
company’s operations. A front-page story about the investigation in the New 
York World Telegram and Sun this week, however, was attributed to the New 
York Insurance Department. The story said that the department’s investiga- 
tion has disclosed that the average overcharge is $30 a year on each such 
policy—or $90 on a 3-year financing deal. 

When the NAIC periodic 5-year examination of the company was made last 
March, the story said, it was found that only 26 percent of Service Fire’s policy- 
holders were being charged the lower rate from which drivers over 25 benefit. 
Yet statistics showed that 52 percent of the Nation’s drivers are in the over-25 
category. “It just didn’t seem reasonable to assume that Service Fire, in the 
normal course of events, would have acquired such a disproportionate number 
of young—and higher premium—clients.” 

An investigation was started, and examiners found that no rating data on 
thousands of car buyers had ever been collected by the dealers making the 
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sale or by the insurance company, the story said. In these cases, the buyers 
were automatically charged the higher rate. 

“This discovery led insurance department officials to call in Service Fire 
executives and order them to clean up their practices. This was done, and since 
July 1, Service Fire has been issuing insurance only after collecting filled-out 
rating questionnaires from car buyers. 

“No public announcement was made of this action, however, and car buyers 
who signed their contracts before July 1 never heard of the possibility that 
they may have been had for amounts ranging from $30 to $90 each—and maybe 
more, depending on the rates in areas outside New York State.” 

As to what is to be done about those overcharges before July 1, the story 
speculates that the New York department is busy poring through hundreds of 
thousands of records, and it hasn’t been decided yet whether rebates will be 
ordered as they were in Texas. 

“A confidential report is being prepared and will be forwarded to the in- 
surance company giving the department’s views. The company can either ac- 
cept these or protest them and ask for a hearing.” 

The newspaper story then concerns itself with why the car buyer himself 
“isn’t legally entitled” to any rebates on insurance. 

“The reason lies in that old gimmick, the fine print at the tail end of a con- 
tract that nobody ever bothers to read. In car deals this almost invariably 
provides that any insurance rebate will go to the insurance buyer. The hitch 
is that though the car purchaser pays for the insurance, it is ‘bought’ by the 
finance company, which is out to protect its car-loan investment. 

“Hence, if there should be rebates on Service Fire Insurance contracts, they 
will go not to the car owner who paid the money but to Service Fire's affiliate, 
Commercial Investment Trust.” 

“While the New York investigation has centered so far on Service Fire, 
insurance examiners are also studying the records of other major finance 
companies that have their own insurance subsidiaries. General Motors Ac- 
ceptance Corporation, for example, has General Exchange Insurance Corp. 
and Motors Insurance. Commercial Credit has Calvert Fire of Baltimore, 1 of 
the 5 firms that made rebates in Texas. General Acceptance Corp. owns 
er Insurance Co., and Associate Investments owns Emmco Insurance 

ieee 


ARKANSAS REJECTS COMPROMISE PROPOSAL 
(By Insurance Advocate correspondent) 


LitTLe Rock, Akk.—Arkansas Insurance Commissioner Harvey G. Combs this 
week rejected a compromise proposal of Service Fire of New York under which it 
offered to send to all policyholders of policies written since January 1, 1955, in 
New York and other States a request for rating information for the purpose of 
rechecking collision premium classifications, and making refunds, if necessary, 
to the finance company originating the business. 

In a telegram to J. Byron Saunders, Texas casualty insurance commissioner 
and member of the NAIC executive committee, who has queried commissioners 
in zone 5 on the proposition Combs said, “the proposal will by no means have 
my approval. I intend to take every legal step necessary to have refunded 
to the policyholders of Arkansas all that they are justly entitled to and I will 
not compromise their rights away by accepting the offer of the Service Fire Co.” 

Commissioner Combs said he objected to the proposal to make refunds only 
to policyholders whose policies had been written since January 1 of this year. 
He also objected to Service Fire’s proposal to make its refunds to the finance 
company, rather than to the policyholder direct, in those instances where mis- 
classification of the insured has resulted in a premium overcharge. ‘Under 
the company’s proposal if an automobile purchaser had financed his car and 
received a Service policy last December or before he would receive no refund 
even though he had been misclassified,” Combs stated. Combs said he wanted 
the review of the company’s policies to be done by the State or some State des- 
ignated agency. 

The Arkansas Commissioner has called for a complete list of the company’s 
estimated 25,000 policyholders in Arkansas so that questionnaires can be sent 
to each by the insurance department. The department has estimated that 
as high as 50 percent of the policyholders may have been overcharged. Service 
Fire, he said, insured automobiles financed through Universal-CIT Corp., a 
finance company. 
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[Best’s Weekly News Digest, November 7, 1955, p. 3] 
OVERCHARGES IN PREMIUMS 


The Service Fire Insurance Co, of New York has been ordered by Oklahoma 
Commissioner Hunt to show cause at a hearing November 21 why its license 
to operate in that State should not be revoked. The company is alleged to have 
collected overcharges in automobile insurance premiums and to have violated 
other insurance laws of the State. The charges stem from a zone meeting held by 
several commissioners in Austin, Tex., recently at which several finance con- 
trolled companies were charged with improper rating classification of automobile 
risks in Texas. (See Weekly News Digest October 3.) Commissioner Hunt has 
stated he is also investigating the activities of the Calvert, Cavalier, and Mara- 
thon Insurance Cos. 


[Best’s Weekly News Digest, October 3, 1955, p. 2] 
AUTOMOBILE INSURANCE OVERCHARGES 


Insurance commissioners from six States (Arkansas, Kansas, Nebraska, Okla- 
homa, Texas, and Wyoming), heard Texas officials accuse Service Fire Insur- 
ance Company of New York, an affiliate of Universal C. I. T., of collecting excess 
eharges on automobile insurance policies. Texas Commissioner J. Bryon Saun- 
ders explained the meeting had been called to hear a report of Texas’ findings 
in connection with alleged automobile insurance overcharges so they might be 
guided in taking action in their respective States if they desired. No formal 
action was taken at the meeting, but it was indicated further investigations 
could be expected from the various States. 

Saunders said a mail check of Service Fire policyholders in Texas showed 
$88,662 in overcharges to the 42 percent of the policyholders who replied... Re- 
funds were made by the company in each case, he said. Saunders added that a 
check of 16 or 18 other companies showed these alleged overcharges : Marathon In- 
surance Co., affiliate of Pacific Finance Co., $24,700; Cavalier Insurance Com- 
pany of Boston, $42,628; Calvert Fire Insurance Company of Boston, $8,846; 
Consolidated Lloyd of Texas, $14,636; and Home Service Casualty Insurance 
Company of Texas, $1,096. All inquiries were made on policies in effect on or 
after May 1. Subsequent checks, Saunders said, showed no further violations. 
The overcharges were the result of “misclassifying” automobile policyholders 
by putting them in a higher rate bracket than where they belonged. It was 
claimed the drivers were charged the under 25 years of age rate instead of 
the cheaper rate for older persons. 


COMPANY DEFENSE 


Speaking as counsel for the company, Joseph G. Myerson told the commission- 
ers: “You gentlemen have a quarrel with the finance companies—with the 
methods of selling cars—not with fellows like us. We're clean as a hound’s 
tooth.” Myerson said the finance company buys the insurance policy and figures 
it in with financing to arrive at the total cost of an automobile. Where there 
is an overcharge on insurance, he claimed, there is an offsetting undercharge 
on financing. 

Emil C. Chervenak, president of Service Fire, said the company has followed 
the same practices in the past of other companies doing business with finance 
companies in new- and used-car sales. He explained that highest classifica- 
tions were given to all policies where there was no classification card attached 
to indicate entitlement to a lower rate. He said this procedure was required by 
law. Chervenak said that since July, however, the system has been changed to 
require a classification card to assure more accurate rating. 


Senator Monroney. Yes. Would you read the letter that you wrote 
to Service Fire? 

Mr. Jorpan. Yes, sir; Mr. Chairman, before I do that, may I say 
one thing? 

Senator Monroney. Please feel free to develop this. 


91018—57—pt. 1——-13 


i 
i 
| 
. 











190 AUTOMOBILE MARKETING PRACTICES 


Mr. Jorpan. Something has been said here about a questionnaire 
sent by the better business bureau. I don’t know anything at all about 
that. 

When Mr. Mawhinney came to see me we didn’t discuss any ques- 
tionnaire. We talked merely about the release that he had been asked 
to release to the papers. I have not seen the questionnaire and I 
don’t know anything about it. 

Senator Monronry. Wasn’t some conversation held regarding the 
refunds and the whole general problem in additon to the bare matter 
of the press release ? 

Mr. Jorpan. I think I told him in general just about what I told you. 

Senator Monroney. So it was discussed, the matter of refunds? 

Mr. Jorpan. The questionnaire. Something was said about my 
refusing to submit a questionnaire in completed form. I didn’t know 
anything about that at all. 

One other thing. I discussed with the insurance department of a 
neighboring State the question of the examination of one of their 
companies and was informed that in their opinion the amount of busi- 
ness done in the District of Columbia was negligible in amount. 

Senator Tuurmonp. Was what? I didn’t get that. 

Mr. Jorpan. Was negligible. 

Mr. Bussy. What company was that? 

Mr. Jorpan. That was Cavalier. 

Mr. Buspy. Not Calvert ? 

Mr. Jorpan. I talked about Calvert, too. It was a Pennsylvania 
company. 

Senator Monronry. You don’t have any information in your de- 
partment as to how much insurance these various companies were 
writing ? 

Mr. Jorpan. Oh, yes. 

Senator Monroney. Well, would’t you know whether they were 
doing business here, or not, from your own records ¢ 

Mr. Jorpan. You misunderstood me. We have their sworn state- 
ment showing the amount of business they do here. I was talking 
about the amount of this finance business involving the collision mis- 
classification, and was informed, according to the examiners, that 
practically none of that was in the District of Columbia. 

Senator Monroney. I see. 

Mr. Jorpan. Shall I read this letter, sir? 

Senator Monroney. I wish you would. 

Mr. Jorpan, This is dated November 9, 1955: 


Mr. Emit C. CHERVENAK, 
President, Service Fire Insurance Co. 
New York, N. Y. 


Dear Sie: It has come to our attention through the press that your company 
is alleged to have pursued a practice of charging and collecting excess premiums 
on automobile policies. I request that you advise us promptly as to what extent 
such excess charges and premiums have been collected from policyholders domi- 
ciled in the District of Columbia. 

Very truly yours, 
Miter O. Strout, 
Deputy Commissioner of Insurance. 






eT ™ 
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Mr. Stout wrote that letter at my request. 

Mr. Buspy. I have a copy of that letter they have graciously given 
us, and may I submit that for the record, Mr. Chairman? 

Senator Monroney. Yes. 

(The letter referred to is as follows :) 

NOVEMBER 9, 1955. 
Mr. Emit C,. CHERVENAK, 
President, Service Fire Insurance Co., 
New York, N. Y. 

Dear Sir: It has come to our attention, through the press, that your company 
is alleged to have pursued a practice of charging and collecting excess premiums 
on automobile policies. 

I request that you advise us promptly as to what extent such excess charges 
and premiums have been collected from policyholders domiciled in the District 
of Columbia. 

Very truly yours, 
MILLER O. Srovt, 
Deputy Superintendent of Insurance. 

Mr. Bussy. Did you then receive a letter dated December 8, from 
Mr. Chervenak ? 

Mr. Jorpan. Yes, sir; I did. 

Mr. Bussy. Was that the next time you contacted him or was there 
any telephone call between you ? 

Mr. Jorpan. There was a letter before that. 

Mr. Bussy. There was a letter between you? 
are Jorpan. I will be glad for you to see any of this, counsel, if you 
like. 

Mr. Bussy. There was a letter between that letter and this that you 
submitted to me? 

Mr. Jorpan. I see a letter of November 28, 1955, January 30, 1956, 
April 6, 1956, June 14, 1956 

Mr. Bussy. What I am getting at is what was your next contact 
after that letter ? 

Mr. Jorpan. Mr. Risque called me, and our conversation was as I 
have already stated. 

Mr. Bussy. You have already related that Mr. Risque denied that 
this thing was—that the press reports were true, and at any rate 
he would take care of any misclassification. 

Mr. Jorpan. Yes. 

Mr. Bussy. Then what was your next contact with him ? 

Mr. Jorpan. They came down to see us, as I remember. I don’t re- 
member the exact dates. But they wrote the series of letters and very 
promptly came down and discussed the matter with Mr. Stout. 

Mr. Bussy. And Mr. Stout, what was the substance of their 
discussions ¢ 

Mr. Srour. It was concerning the misclassification of the premium 
of the collision premiums. I had several telephone calls, and then I 
asked that we be furnished with the progress that was being made, 
that they were sending out these letters, securing the information 
necessary to properly classify the automobiles. 

Here is 1 or 2 letters I think before we received the final letter. 
Mr. Bussy. What is the date? 

Mr. Stour. April 6 we received a letter showing the progress—— 
Mr. Bussy. Waitaminute. April 6 of what ial 

Mr. Srour. 1956. 
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Mr. Bussy. I am going back to December 8. Was that the next 
letter after you wrote them on November 9? 

Mr. Stour. December 8, no, November 28. 

Mr. Bussy. Is there a letter of November 28? 

Mr. Stour. Yes. 

Mr. Bussy. This letter which the witness has submitted to me from 
Service Fire Insurance Co., of New York, dated November 28, 1955, 
that letter is enclosed, is it not, in a letter of December 8, not that it is 
a material point. 

Mr. Stour. I think so. 

Mr. Bussy. I think actually this letter was enclosed in the letter of 
December 8. 

Mr. Stout. I think so. 

Mr. Bussy. And did the December 8 letter, signed by the president, 
Mr. Chervenak of Service Fire, state— 


* * * the proposed atached is identical with that approved by the executive 
committee of the NAIC, and incorporated in the resolution unanimously adopted 
by that committee at the plenary session, December1. As requested by Mr. Stout, 
attached is a copy of the resolution. We believe you can appreciate the necessary 
preparation for carrying the proposal into effect would necessitate a great deal 
of time and work in connection with auditing, checking, printing, and other 
supervisory and clerical detail. 

On the assumption that our proposal has your approval, we are proceeding 
immediately with the necessary preparation so that the actual mailing to policy- 
holders in your State can be started as soon as possible. 


And in that was enclosed two things. One, this letter dated Novem- 
ber 28, stating the company’s position on misclassification, the position 
being, and I quote: 

It is our position that Service Fire was not justified in writing policies at a 
lower rate classification unless it was given rating information that it could 
attach to its policies to justify lower rates. 

And it was further their position that the customer, the policy pur- 
chaser, did not have any claim against the insurance company since, 
actually, the finance company bought the policy. That was their 
position, as set forth in this letter. 

Mr. Strout. We didn’t agree with that position. 

Mr. Bussy. Then they went on to say, however, in view of public 
goodwill that they were working out with their parent corporation, 
which is the Universal CIT Credit Corp., so that the money would be 
given back to misclassified policyholders. 

They also submitted at that time a copy of the NAIC executive 
committee report, did they not? 

Mr. Strout. That: is right, 

Mr. Bussy. And this has been already in the record, but we can 
submit this copy, also. 

Senator Monroney. Very well. 

(The letters referred to are as follows:) 


Service Frre INSURANCE COMPANY OF NEw York, 
New York, N. Y., December 8, 1955. 
Hon, Atsert F. JorDAN, 
Superintendent of Insurance, 
Insurance Department, Washington, D. CO. 


DEAR SUPERINTENDENT JORDAN: The proposal attached is identical with (hat 
approved by the executive committee of the NAIC and incorporated in the resolu- 
tion unanimously adopted by that committee at the plenary session December 1. 
As requested by Mr. Stout, attached is a copy of the resolution. 
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We believe you can appreciate that the necessary preparation for carrying the 
proposal into effect will nece ssitate a great deal of time and work in connection 
with auditing, checking, printing, and other supervisory and clerical detail. 
On the assumption that our proposal has your approval, we are proceeding im- 
mediately with the necessary preparation so that the actual mailing to policy- 
holders in your State can be started as soon as possible. 

Sincerely, 


Emr. C. CHEervenaK, President. 


Srrvice Fire INSURANCE COMPANY or New York, 


November 28, 1955. 
Hon. Arsert F. JorDAn, 


Superintendent of Insurance, 
Insurance Department, Washington, D. C. 


DeaR SUPERINTENDENT JORDAN: This letter sets forth the proposal made on 
behalf of Service Fire Insurance Company of New York for the adjustment of 
the claim that Service Fire has misclassified collision risks on private passenger 
cars in your State and that such misclassification has resulted in overcharges 
of premiums on collision policies. 

Three preliminary considerations should be noted in connection with our 
proposal : 

1. The instant controversy relates only to past transactions. On or about July 
1, 1955, Service Fire put into effect procedures designed to eliminate the possi- 
bility of misclassification of collision policies. Under these procedures with 
respect to every collision policy written by Service Fire, the necessary rating 
information is now being obtained from the car purchaser over his signature, or, 
where that is not feasible, the necessary information is otherwise obtained and 
a written record thereof is made. In each instance, the rating is checked and 
rechecked and complete rating information is in the files of the insurer. Because 
of these procedures, misclassification on current and future business is highly 
improbable. ‘These procedures go far beyond the requirements of National 
Automobile Underwriters Association and call for more rating information than 
most insurers require or obtain. 

2. The problem of misclassification has arisen primarily because Service Fire 
was not furnished with adequate rating information to permit the writing of 
policies at the lower rate classification. Under the NAUA procedures, an insurer 
is not justified in writing at a lower rate unless it is furnished with rating 
information which supports a lower rate. It is our position that Service Fire was 
not justified in writing policies at a lower rate classification unless it was given 
rating information that it could attach to its policies to justify the lower rates. 

8. The business of Service Fire consists principally of insuring automobiles 
Sold by dealers on the installment plan. Neither Service Fire nor any finance 
company affiliated with it has any connection with the dealer or with the initial 
transaction between the dealer and the customer. If the customer wishes to buy 
the car on time, the dealer will charge a price for the car which is higher than the 
cash price. This higher price is known as a time price, which may include a 
factor to cover insurance costs. It does not, however, include’ an insurance 
premium. The dealer is not selling and the buyer is not buying insurance. The 
customer has the option to provide for his own insurance, but if he does not 
choose to do so, the dealer or the finance company (if the dealer has assigned the 
installment contract to a finance company) may purchase insurance and ‘pay for 
that insurance out of its own funds. In that event, any return of premium 
must go to the person who bought the insurance and paid the premium. The 
customer may or may not have a claim against the dealer or the finance company 
for an overcharge on the time price of the automobile, but in any event the 
customer’s rights depend upon the contract between him and the dealer or the 
finance company and each case would, therefore, have to be dealt with on its 
own facts. 

It is our position that the customer does not have a claim against the insurance 
company where, as here, the finance company purchases the insurance and pays 
the premium out of its own funds.. This means that in the instant situation 
Service Fire’s policyholders could have no ¢laims against Service Fire, which 
sold the insurance to its affiliated finance company, although the finance company, 
Universal C. I. T. Credit Corp., may claim any refund of premiums resulting 
from misclassification of collision risks by Serviee Fire Insurance Co. A rec- 
ognition of these legal principles is basic to the proposal which is outlined below. 
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PROPOSAL 


1, If the holder of any collision policy having a class 2 rating on a private 
passenger car in your State asserts that his policy has been misclassified and 
that he is entitled to a lower rating, Service Fire will recheck the classification 
and if it is established that the policy should have been written at a lower rate, 
Service Fire will refund any excess premium to the person who is entitled to it 
by law, namely, Universal C. I. T. Credit Corp., the finance company which is 
the holder of the conditional sales contract. 

2. Universal C. I. T. Credit Corp. as a matter of business policy has agreed 
that it will refund to the customer the amount of return premium which it 
receives from Service Fire. The refund will be made by appropriate credit to 
the customer’s account or otherwise as the circumstances may require. 

8. To implement this refund procedure, Service Fire will mail a request for 
rating information to the holders in your State of all class 2 collision policies in 
force on June 30, 1955, except : 

(a) Where the rating information available to Service Fire shows that 
the class 2 rating is proper, and 

(b) Where the policies were written on or after July 1, 1955, the date 
as of which the new rating procedures were made effective. 

If rating information is returned which entitles the policyholder to claim a 
refund of premium under the terms of this porposal, the form to be supplied the 
policyholder will require vertification of such information before a notary 
public. 

The proposal is made for the purpose of settlement and is without prejudice 
to the legal rights of your department, of Service Fire and of all other parties 
concerned. 

Very truly yours, 
SERVICE FIRE INSURANCE COMPANY Or New YorK, 
By E. C. CHERvVENAK, President. 


NATIONAL ASSOCIATION OF ISURANCE COMMISSIONERS, EXECUTIVE (A) COMMITTEE 
REPORT 


The executive committee of the National Association of Insurance Commis- 
sioners convened in the grand ballroom of the Hotel Commodore in New York 
at 10 a. m. on the Ist day of December 1955. The following commissioners were 
present or represented: Joseph A. Navarre, chairman, Michigan; Donald 
Knowlton, vice chairman, New Hampshire; Charles 8. Jackson, Maryland; 
George A. Bisson, Rhode Island; J. Byron Saunders, Texas; Leffert Holz, New 
York; Thomas J. Gillooly, West Virginia; Arch EK. Northington, Tennessee; 
Cyril C. Sheehan, Minnesota; Ralph F. Apodaca, New Mexico; F. Britton 
McConnell, California; C. Lawrence Leggett, president, Missouri; Robert B. 
Taylor, vice president, Oregon; George A. Bowles, secretary-treasurer, Virginia. 

All items on the agenda were given consideration and deliberation, and the 
following action in connection with those items was taken: 

1. The report of the executive committee meeting of November 1 held at Chi- 
cago was adopted, a copy of which is attached hereto and made a part hereof. 

2. The report of the subcommittee to study enlarging the functions of the 
assistant secretary’s office was adopted, a copy of which is attached hereto and 
made a part hereof. 

8. The report of the subcommittee to study future sites for National Associa- 
tion of Insurance Commissioners meetings was adopted, a copy of which is 
attached hereto and made a part hereof. 

4. The report of the subcommittee to study National Association of Insurance 
Commissioners constitution and bylaws was adopted, a copy of which is attached 
hereto and made a part hereof. 

5. The report of the committee on blanks was adopted, a copy of which is 
attached hereto and made a part hereof. 

6. The report of the assistant secretary was adopted, a copy of which is 
attached hereto and made a part hereof. 

7. The following resolution affecting rating of insured financed automobiles 
was proposed and unanimously adopted : 

“Whereas it has come to the attention of this committee that some insurers 
engaging in the business of automobile physical damage insurance covering 
financed cars had, due to possible misclassification of some insured, charged 
premiuis in excess of the applicable rates ; and 
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“Whereas this matter has been receiving the serious consideration of this 
committee, not only from the standpoint of fashioning measures to prevent any 
misclassification but also with a view toward effecting the return of the over- 
charges, if any ; and 

“Whereas there exists a grave question of law in most States as to who may 
be entitled to the return of any such overpayment ; and 

“Whereas it appears that at least one of the insurers which may have mis- 
classified assured has, effective as: of July 1, 1955, installed new rating pro- 
cedures on a nationwide basis which were designed to and in all likelihood will 
prevent future errors in the classification of insureds ; and 

“Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respect of all poli- 
cies previously written which were in force on June 30, 1955, and on the basis 
thereof and without resolving the question of law involved, refunds of proven 
overpayments will be made to the insureds ; and 

“Whereas under the proposed settlement an insured will be entitled to a refund 
of overpayment by furnishing rating information on a prescribed form properly 
verified showing that there was an error in his classification ; and 

“Whereas the offer of settlement is made without prejudice to the legal rights 
or contentions of any parties concerned : Now, therefore, be it 

Resolved, That it is the sense of this committee that such offer is fair and 
reasonable; and be it further 

Resolved, That this committee recommend favorable consideration of such 
offer by the several States to which it may be made, unless the laws thereof 
otherwise provide; and be it further 

Resolved, That this committee recommend to the several States that such 
offer be the pattern for the disposition of all similar situations.” 

8. The matter of reinsurance was brought to the attention of the executive 
committee, and the chairman agreed to take the matter under consideration and 
review for the purpose of taking appropriate action. 

9. The executive committee discharged the advertising code subcommittee with 
a unanimous expression of its appreciation and gratitude to its chairman, Com- 
missioner Pansing, of Nebraska, and all of its members for the thorough, con- 
scientious, and satisfactory discharge of their duties and responsibilities as 
members of the advertising code subcommittee. 


(Signed) Joseph A. Navarre, 
Hon. JosepH A. NAVARRE, 
Chairman, Michigan. 
(Signed) Donald Knowlton, 
Hon, DONALD KNOWLTON, 
Vice Chairman, New Hampshire. 
(Signed) Chas. 8S. Jackson, 
Hon. CHARLES 8S. JACKSON, 
Maryland, 
Hon. Greorce A. Bisson, 
Rhode Island. 
Hon. J. Byron Saunpers, 7'evas. 
(Signed) Leffert Holz, 
Hon, Lerrert Horz, New York. 
(Signed) Thomas J. Gillooly, 
Hon. THomas J. GILLOOLY, 
West Virginia. 
Hon. ArcH BEB. NorkTHINGTON, 
Tennessee. 
(Signed) Cyril C. Sheehan, 
Hon. Cyrit C, SHEEHAN, 
Minnesota. 
Hon. Rap F. Apopaca, 
New Mezico. 
(Signed) F. Britton McConnell, 
Hon, F. Brirron McConneELL, 
California. 
Hon. C. LAWRENCE LEGGETT, 
President, Missouri. 
Hon. Rosert B. TAytor, 
Vice President, Oregon. 
Hon. GrorcE A, BowrEs, 
Secretary-Treasurer, Virginia. 
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Mr. Buspy. Then was the next contact you had from them, or 
with them, January 30, 1956, a letter from J. P. Risque of the Service 
Fire Insurance Company of New York, to Albert Jordan, Superin- 
tendent of Insurance 

Mr. Strout. If my memory serves me correctly, we had a telephone 
call in between those letters. 

Mr. Bussy. What was the subject of the call? 

Mr. Strout. We were still discussing this problem, securing the 
forms necessary to properly classify and make the proper returns if 
it was necessary to do so. 

Mr. Busry. Then you received this letter of January 30 saying that 
they had commenced mailing questionnaires to policyholders in order 
to check on those who had been misclassified, and that every effort was 
being exerted to carry out the program. 

(The letter referred to is as follows :) 


SERVICE FIRE INSURANCE COMPANY OF NEW YORK, 


New York, N. Y., January 30, 1956. 
Hon. AtBert F. JorDAN, 


Superintendent of Insurance, 
Department of Insurance, Washington, D. C. 

DEAR SUPERINTENDENT JORDAN: We believe you will be interested to know that 
we have commenced mailing questionnaires to policyholders in your territory 
under our program of checking collision classifications. 

Making ready for the mailing has been a monumental task, as we believe you 
can appreciate, and the mailings themselves and attendant details involve a 
vast amount of work. 

Please know, however, that every effort is being exerted to carry out the pro- 
gram in full at the earliest time possible. 

Sincerely, 
J. PAGE RIsQvue, 
. Assistant Vice President. 

Then your next letter was April 6, 1956 ? 

Mr. Strout. That is correct. 

Mr. Bussy. And this letter stated that they were reporting on the 
results of their program, and that they had mailed 920 letters in the 
District of Columbia; 122 of them had been returned as undeliverable, 
and they had received 93 replies, and of those 93 replies they had 
adjusted 68 and sent back $3,536.19 ? 

Mr. Srovut. That is correct. 

(The letter referred to is as follows :) 


Service Fire INSURANCE CoMPANY OF New York, 
New York, N. Y., April 6, 1956. 
Hon. ALBerT F’, JoRDAN, 
Superintendent of Insurance, Insurance Department, 
Washington, D. C. 

DEAR SUPERINTENDENT JORDAN: We now have a report of the results, as deter- 
mined up to April 1, of the mailing of collision classification questionnaires to 
policyholders in your State. 

For your information, these results are set forth below: 


Number of letters mailed_____.____-___-~- ig la ial cca echsidcaid nahinng 920 
Number of letters returned as undeliverable____.__.-__-_-_---__------_- 122 
nen 7 I” OU ne cmememecmeene 93 
Number of policies requiring premium adjustment__.___-_____--_--__ 68 
Aasaae Gr return prominin paid..................................... $8, 586. 19 


When the program has been completed and final results determined, you will 
be provided with a report of the same. 
Sincerely, 
J. Pace RIsQueE, 
Assistant Vice Pre:wident. 
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Mr. Bussy. Then, on June 14, was your next letter from them? 

Mr. Stout. That is right. 

Mr. Bussy. And you had not written them or contacted them, that 
you remember, in the meantime. On June 14, 1956, they stated that 
the mailings had been completed, and they were in the process of 
processing the replies and expected to have the work completed by the 
end of the month? 

Mr. Stout. That is right. 

(The letter referred to is as follows:) 


SERVICE FrreE INSURANCE COMPANY OF NEW YORK, 
New York, N. Y., June 14, 1956. 
Hon. ALBERT F’. JORDAN, 
Superintendent of Insurance, 
Department of Insurance, Washington, D. C. 

DEAR SUPERINTENDENT JORDAN: On April 6 we gave you a report of the results 
up to April 1 of the mailing of collision classification questionnaires in the Dis- 
trict of Columbia. 

While the mailings were completed some time ago, we are still processing 
the replies and expect to have this work completed by the end of this month. 

We hope to be able to give you a final report early next month. 

Sincerely, 
J. PAGE RISQUE, 
Assistant Vice President. 


Mr. Busy. Then on July 2 a letter to you from Mr. Risque stating 
that you had indicated that you would be interested in reviewing the 
form of letter used in the program, and attaching a copy of it. I 
will submit all of these for the record later, Mr. Chairman, but I 
would like the committee to note that it requires notarization. 

(The letters referred to are as follows :) 


SERVICE FIRE INSURANCE COMPANY OF NEW YORK, 
New York, N. Y., July 2, 1956. 
Mr. M. O. Stout, 
Department of Insurance, 
Washington, D.C. 


DEAR Mr. Stout: In our conversation the other day in your office you indicated 
that in connection with the matter of checking collision classifications of com- 
panies operating in the District, you would be interested in reviewing the form 
of letter used in our program, 

I am, therefore, attaching a copy of the letter which was edited and approved 
by the New York department. I hope that this will be of assistance to you. 

The courtesies shown me by Mr. Jordan and yourself during my visit were 
much appreciated. 

Sincerely, 
J. P. RISQUE. 


SERVICE FirrE INSURANCE COMPANY OF NEw YORK 


Effective date of policy: ....__--__ 

Dear PoLicyHOLpDER: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a lower 
cost on your policy described above, it is important that the following form be 
completed and returned as promptly as possible: 

1. Were you under 25 years of age on effective date of policy shown above? 
ccna Ne co If answer is “no,” state your date of birth: Month 
RN Fh os ices Yoat? wtnninn 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes —---. INO: stcceics If answer to this question is 
“yes,” please list the name and date of birth (Month, Day, and Year) of each 
such driver. 

8. If a driver under age 25 is female, state whether she is owner or principal 
driver of automobile: Yes —__-. a 
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4. Is the automobile used for any business purpose other than driving to and 
from work? Yes —__-_. FE. nace, 


Veet NO usc. If answer is “yes,” state which ~...._--.____--~_-. 

6. Complete the foliowing if all drivers under age 25 have successfully com- 
pleted a Driver Education Course approved by your State Department of Educa- 
tion: 


(6) Give name and address of School where Driver Education Course was 
completed : 


(Name of school) (Street) (City) (State) 
(d) [sic] If there was more than one driver under 25, use reverse side of 
letter for others. 
If any of the questions: 1, 2, or 4 are answered “no,” or, if the questions 3 or 
5 are answered “yes,” or, if 6 is filled in, this form must be signed and sworn to 
before a notary public and returned in the self-addressed envelope enclosed. 
SERVICE Fire INSURANCE Co. 


esd nencascakceaisertinaenteinnnlinlen eemnehiiientenbitgsio esha tnbide tie 88: 
sek ietenecheietiidihdabencniite im snniteno dinette amaala it, , being duly sworn, deposes and says 
that the information given above is true and correct. 


woe"(Policyholder’s signature) 
Subscribed and sworn before me this ~_.--- I OE aca cicalats tues , 1956. 
, Notary Public. 








ASU UI a ee 


Senator Monroney. I think at this place in the record it might be 
ood to read that letter that went out, since it rather definitely had a 
aring on the amount of refunds that were obtained, and find out 
whether the form of the letter was submitted to you for approval, or 
whether suggestions were made to you on any change, or whether your 
permission was asked for the requirement of notarization of the letter. 

Would you read the form letter that went out ? 

This was the only letter that was sent out, was it not, by Service 
Fire, to the District of Columbia persons who were classified in class 
Il? 

Mr. Srour. As far as we know. 

Senator Monroney. As far as you know. 

Mr. Bussy. And this was the first time you had seen the letter? 

Mr. Srour. Now, you are speaking of—— 

Senator Monronry. The refund letter. 

Mr. Srovur. This one I have here. 

Mr. Buspy. I assume this is a copy of the one in your file? 

Mr. Srour. I am quite sure. 

Mr. Bussy. Do you want me to read the letter ? 

Senator Monroney. I think it is quite important to this study just 
how clearly the information was conveyed to the people who might 
be entitled to the refund—what it was all about. 

In looking at some of these it would be pretty hard for a person 
receiving the letter to determine the possibility of having been over- 
charged when there was nothing in the papers to indicate the extent 
to which tliis overcharging had occurred on a nationwide basis. 
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Mr. Bussy (reading) : 


SERVICE FIRE INSURANCE COMPANY OF NEW YORK 


RCO INGe ois 
Effective date of policy _-......--_....-....-.---... 


DEAR POLICYHOLDER: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a lower 
cost on your policy described above, it is important that the following form be 
completed and returned as promptly as possible : 

1. Were you under 25 years of age on effective date of policy shown above: 
Yes _.. No... If answer is “No,” state your date of birth: Month -__._.__-____ 
CF mincktebriicesientiipesd teackich OND cdmeee 

2. Were there any drivers in your household under 25 years of age, on effective 
date of policy shown above. Yes -.. No —-.. If answer to this question is 
“Yes,” please list the name and date of birth, month, day, and year of each 
such driver. 

3. If a driver under age 25 is female, state whether she is owner or principal 
driver of automobile. Yes_.. No--. 

4. Is the automobile used for any other purpose other than driving to and 
from work. Yes-_.. No--. 

5. Indicate whether your sole occupation is that of clergyman or farmer. 
Yes... No _.. If answer is “Yes,” state which _.__._______. 

6. Complete the following, if all drivers under age 25 have successfully com- 
pleted a driver education approved by your State Department of Education: 

CO) INGIO CC CET V OE cin pccccesei centres ontineendeein wai anematinlee cui ete 

(b) Give name and address of school where driver education course was 
CURE a sire open ct iis po esinfent hm aidienin anlintnenailipelingp= igi anna nielete beeen 

(6) Name.of achool, street, city, Siste scence beable ee 

(d) If there [sic] was more than one driver under 25 use reverse side of 
letter for others. 

If any of the questions 1, 2, or 4 are answered “No,” or if the questions 3 or 
5 are answered “Yes,” or if 6 is filled in, this form must be signed and sworn 
to before a notary public, and returned in the self-addressed envelope enclosed, 

(Signed) Service Fire INSURANCE Co. 
ears 00 Li 4 


ite bGit ctidn ides te bined ieee beta , being duly sworn deposes 
and says that the information above 1s true and correct. 


Subscribed and sworn before me this ---------- COE OF. de caicstetimitgitiie eidetatia tential . 
1955. 





May comamiacsion empiiee i....5 sk nko Lda 


That was enclosed in this letter of July 2, 1956. 

Senator Monroney. Now, were you asked to approve or suggest 
or change the letter, or were they just telling you this is what we are 
going to do, you like it or not ? 

Mr. Jorpan. If you are asking me, that was not their attitude. All 
of the contacts that I had with them—TI had none except the telephone 
call Mr. Stout reported, they seemed anxious to cooperate in every 
way. They weren’t telling us what to do. But they submitted this 
as being their idea as the proper form. 

Senator Monroney. And were you asked to approve it or did you 
have to approve it ? 

Mr. Jorpan. I don’t think we were asked either to formally ap- 
prove or disapprove. We went along with what they were doing. 

Senator Monroney. But don’t you think after hearing this read 
that it is a little bit complicated to let some 1,281 or more policy- 
holders who might have been misclassified into class II know exactly 
what this was all about? If you get this letter cold in the mail it 
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would be pretty hard for me to understand that this was a question 
of whether a refund was due me or not, and how I would go about 
getting that refund. If these people were overcharged, as the re- 
funds indicate to the extent of some $5 million in the country so far 
under the voluntary circulation and refunding, the State insurance 
commissioners and the district insurance commissioners should have 
had a hand in simplifying these questionnaires. 

Mr. Jorpan. That may be, sir. I don’t know of any simple way 
to write this. To be perfectly frank and honest with you, in retro- 
spect, the only thing that I would object to is the oath. 

Senator Monroney. They had to pay about a dollar to send this in, 
ene they wouldn’t know much what they were sending in for, would 
they ¢ 

Mr. Jorpan. It is not so much the matter of a dollar as overcoming 
the matter of inertia. If a man comes home tired from work and sees 
something he has to send back, and he has to hunt up a notary, even 
if it is free, he may not do that. 

Senator Monroney. There is nothing said here that if they were 
entitled to refund the dollar would be added to whatever was re- 
funded ? 

Mr. Jorpan. No. 

Senator Monroney. In there do you see anything that would 
clearly indicate to the average person that a refund was possibly 
due? AsI read the opening statement: 

Dear Policyholder: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a lower 


eost on your policy described above, it is important the following form be 
eompleted and returned as promptly as possible. 


Now, from a straight matter of semantics, I guess what they say 
is true. But it certainly is a very vague way of saying that they 
might be entitled to a refund as a result of overcharges, and perhaps 
the way the letter was stated, and the lack of any effective followup 
on a second or third circulation, as was done in many States, or 
several States, would have probably increased the number of refunds 
due to those people who were overcharged, don’t you believe? 

Mr. Jorpan. Well, personally, I don’t find the language objection- 
able. The only thing I would change now if I had to do it over again 
was this oath. I don’t like that. But you start off by telling the man 
that he may be entitled to a lower cost on his policy. That certainly 
indicates the purpose of it. 

It is my understanding that the company could not in any way 
determine, except by such a letter, the classification material involved. 
It couldn’t go to the finance company because they never had the 
records. Certainly they were making an effort to find out. They 
were sending this to every policyholder. It has been my experience 
usually when a person has something involving insurance that he 
doesn’t understand he just calls up his insurance agent and gets his 
advice about it. 

Senator Monroney. In this case it wasn’t the insurance agent that 
wrote it, it was the automobile dealer. 

Mr. Jorpan. I mean the agent that writes his other business. You 
asked me what I thought, sir. 

Senator Monroney. Do you think it is satisfactory ? 

Mr. Jorpan. No, sir; I think the oath should not be on there. [ 
didn’t say satisfactory. 
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Senator Monroney. Aside from the oath you think that the rest of 
it is satisfactory ? 

Mr. Jorpan. Well, it maybe could be improved, but I see no real 
fault with it, except the oath. 

Senator Monronrey. Do you know how many policies that they 
wrote ¢ 

Mr. Jorpan. No, sir. 

Senator Monronry. Don’t you have that in the records here ? 

Mr. Jorpan. No, sir. 

May I answer that more completely: No insurance department has 
records showing the number of policies issued by insurance companies, 
or the names of the policyholders. 

Senator Monroney. I knew you didn’t have the names. I thought 
you might have the numbers that they wrote. You have the gross 
volume of business ? 

Mr. Jorpan. Yes, sir. 

Mr. Bussy. This was enclosed in their July 2 letter, July 2, 1956. 
Was this the first time you had ever seen the letter they were sending 
out to policyholders? 

Mr. Jorpan. Yes. 

Mr. Bussy. On July 18, 1956, you received one more letter from 
Service Fire, addressed to Albert Jordan, from J. P. Risque, stating 
that they had completed the classification in the District of Columbia, 
and that the final report on the thing was that the number of letters 
mailed was 1,281, and the number of replies received was 216, the 
number of replies received which they had adjusted—they state here, 
number requiring premium adjustment—was 175, and the amount of 
return premium paid was $9,536.03, and that was the recap. 

(The letter referred to is as follows:) 

ServIcE Fire INsurANce Co. or New York, 
New York, N. Y., July 18, 1956. 
Hon. ALBERT F’. JorDAN, 


Superintendent of Insurance, 
Department of Insurance, Washington, D. C. 


DEAR SUPERINTENDENT JORDAN : On June 14 I informed you that some time ago 
we had completed the mailing of collision classification questionnaires to policy- 
holders in the District of Columbia, that we were processing the replies, and 
that we expected to be able to give you a final report of the results of the pro- 
gram the following month. 

Set forth below, therefore, is such final report: 


Number .of letters. mata 12...oet tenampnwndsamegpencnsbaateatcunles 1, 281 
TETEROGY OF SOMEIGN , SOCME GOs ik Bac ctinernec est enesheneeteh temas iegmaadin 216 
Number requiring premium adjustment____--__---_-----_--__-_--__--- 175 
Dollar amount of return premium paid___----.------------------ 9, 536. 03 


While in view of the time that has elapsed since the mailing of our question- 
naires it appears that practically all of the replies that will be made have now 
been received, it is possible that there may be additional replies from time to 
time. Any such replies will, of course, be processed in the same manner as those 
received earlier. 

Sincerely, 
J. Pace RIsQue, 
Assistant Vice President. 


Mr. Jorpan. Yes; there were several intervening letters, _ 
Mr. Bussy. There were other letters that were not submitted to 


the committee ? 
Mr. Jorpan. There was an April 6 letter. 
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Mr. Bussy. An April 6 letter? 

Mr. Jorpan. Yes. 

Mr. Bussy. What does it state—yes; I read that into the record a 
minute ago. Now, that was July 18, 1956—last summer ? 

Mr. Jorpan. Yes. 

Mr. Bussy. That this was completed, and you had no further con- 
tact with Service regarding misclassification ? 

Mr. Jorpan. I have not. 

Mr. Bussy. Have you, Mr. Stout, or anyone else in the department 
that you know of? 

Mr. Stour. No. 

Mr. Bussy. Now, on August 28, or thereabout, the better business 
bureau came to you to ask about misclassification—is that correct ? 

Mr. Jorpan. No, sir; that was not the purpose of the call. Mr. 
Mawhinney came to me, asked my advice as to whether they should 
release that letter. 

Mr. Bussy. And you discouraged their releasing it. 

Mr. JorpaNn. He asked my honest opinion as to whether he should 
release it. I told him I thought he should not, because he knew nothing 
at all about the subject matter, and he would be utterly incapable of 
answering questions about the statements in it purporting to come 
from him. 

Senator Monroney. Well, wouldn’t there have been a lot of people 
calling you in your office also because you actually are the insurance 
commissioner for the District of Columbia, and the question of whether 
they had been overcharged would be properly directed to the official 
agency of the Government, wouldn’t it ? 

Mr. Jorpan. That could be, I wouldn’t know. 

Senator Monroney. I would think if they were overcharged they 
would merely read the story that these matters had been found, not by 
the better business bureau, but by the insurance commissioners of the 
southwestern part of the United States, and found it to be part of a 
nationwide system of overcharging, and then the first reaction of the 
person reading that would have been to call the insurance commis- 
sioner of the District to find out just where they stood, and what they 
could do about recapturing these overcharges ? 

Mr. Jorpan. That could be, Mr. Chairman. 

The only thing I wanted to make plan to you was our question was 
on the very narrow point of asking my advice as to whether he should 
send out this questionnaire. I advised him that he should not because 
it purported to come from his office when actually it did not. It went 
into a considerable amount of detail on something he knew nothing 
at all about, and had no information on. He asked my advice, and 
Igaveittohim. I was not trying to suppress the thing. 

One thing disturbs me a little, the statment that the public would 
be aroused, indications might be given that I was trying to suppress 
information, that is not true. 

Senator Monroney. That was not your purpose ? 

Mr. Jorpan. Certainly not. 

Mr. Bussy. I am trying to establish the date on this. The question 
that I have referred to, that you took exception to, at any rate it was 
about August 28 that he saw you? 

Mr. Jorpan. Sir, I have no independent recollection of the date. 
I am perfectly willing to accept August 28. I just don’t remember the 
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date. This was something that occurred one busy morning. He came 
over and stayed 10 or 15 minutes, and that was the end of it. 

Mr. Bussy. Now, on January 14, or shortly prior thereto, I talked 
to Mr. Stout, early this year. 

Mr. Stour. That is correct. 

Mr. Bussy. Then later we had a conversation on the telephone 
regarding misclassification, the general subject. You remember my 
calling you? 

Mr. Jorpan. I do remember that you called me one more time, sir. 

Mr. Buspy. We reviewed, as I remember it, the conversation with 
Mr. Stout of the previous Friday, and I think I stated we would be 
interested in finding out what progress had been made in the reclassi- 
fication of policyholders in the District of Columbia, not only with 
respect to Service Fire but other companies, and you stated at that 
time, did you not, that you knew of no other companies involved ? 

Mr. Jorpan. I stated what? 

Mr. Bussy. That you knew of no other companies involved ? 

Mr. Jorpan. The sentence seems incomplete, involved in what? 

Mr. Busy. In misclassification, sir. 

Mr. Jorpan. I have no independent recollection of that at all. 

Mr. Bussy. I stated that we had information that Calvert and 
Cavalier had been charged with misclassification by the National Bet- 
ter Business Bureau. Do you remember my bringing up Calvert and 
Cavalier? 

Mr. JorpANn. I remember a general discussion of it, and I very 
likely told you that what we had done in the case of Service, why we 
had done it, but in the case of the other companies there was no indi- 
cation that the same situation prevailed there. 

Mr. Bussy. Well, do you remember that you told me that 

Mr. Jorpan. I have no doubt that your recollection is correct, let me 
put it that way. 

Mr. Bussy. Let us go on a little and then I think perhaps you will 
remember. You said you didn’t know this but that you would call a 
person in the Maryland Insurance Department and find out. 

Mr. Jorpan. I think I know what you are talking about now. I 
think I told you that it was my understanding that as to these other 
companies that you named, that although we had no complaints about 
them it was my understanding that they were being examined by the 
audit processes of the National Association of Insurance Commis- 
sioners, that I was to talk to the deputy superintendent in Maryland, 
that day I first recommended him to you and told him I would be sure 
he would cooperate, I told him I would call him myself, and I would 
call him for you if you liked. 

Mr. Bussy. That was Mr. John Coppage, deputy insurance com- 
missioner of Maryland. 

Mr. Jorpan. Yes. I did call him and asked him about these two 
companies. And he promptly reminded me that Calvert was not a 
Maryland company, it was a Pennsylvania company, which I had for- 
gotten, because its principal office is in Maryland, I believe. 

As to the other company, it is a Maryland corporation, and it is my 
recollection that he told me at that time that most of the alleged 
misclassifications were concentrated in 1 or 2 States, and that their 
business in the District of Columbia was negligible. 
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Mr. Bussy. Did Mr. Coppage tell you that numerous violations 
had been found in both Calvert and Cavalier and that the announce- 
ment of these violations had been held up by the Maryland Insurance 
Department for reasons which Mr. Coppage could not explain ? 

Mr. Jorpan. I don’t think I told you exactly that, sir. I think he 
did say that the examiners had found evidence of misclassification. 
As to the holding up of a report, my recollection is he told me there was 
a difference of opinion between an examiner from, I think he said 
Texas, but I am not certain of that; anyway, one of the commissioners, 
a difference of opinion between that examiner and one of the others, 
and they were trying to reconcile those differences before writing the 
report. 

{r. Buspy. He did say the report was being held up? 

Mr. Jorpan. He didn’t put it that way. He said the report was 
delayed on the grounds that they were unable to reconcile the differ- 
ences between these examiners as to how the report should be worded, 
or something of the sort. 

Mr. Bussy. Well, did he not state that he did not know, that he 
could not explain why the report was being delayed, and I ask you 
that specifically ¢ 

Mr. Jorpan. You are probably referring to the Calvert report. 
As to the Cavalier report, he told me what I have just stated. As to 
the Calvert report, that is a Pennsylvania corporation. He may 
have and probably did say why it was held up. As a matter of fact, 
since then it has been released, and I have a copy here which touches 
on the question of misclassification. 

Mr. Bussy. Well, now, in asking what you intended to do about 
Calvert and Cavalier, do you remember what the substance of your 
reply was on that ? 

Mr. Jorpan. I have a vague recollection that I told you that I 
would wait for a copy of the official report of the examination made 
by the State authorities, and I may have told you what was in my 
mind, that if I found from the reports that these companies were 
deliberately violating the law in the District of Columbia, I would 
revoke their licenses. 

Mr. Bussy. Do you remember what you replied in regard to my 
question as to your intent to check on the other companies? 

Mr. Jorpan. I do not remember what I told you. Your recollec- 
tion is undoubtedly correct. I made no memorandum of our con- 
versation. I believe I told you I would be very happy to cooperate 
with you in any way, and we have later cooperated. 

Mr. Buspy. Yes, sir; you certainly have. 

Your idea here was to wait until reports from various States 
came in until you acted later? 

Mr. Jorpan. Yes, sir; in the absence of complaints from local 
people. 

Mr. Bussy. And I asked your department to address a letter to 
the chairman setting forth your progress made with Service Fire, 
and what you intended to do about the possible misclassification by 
other companies, and at that time I think you told me that you would 
tell us about Service Fire, but you didn’t think you ought to make 
any statement on the basis of hearsay regarding other companies, 
and I asked you to state that in the letter ; is that correct? 
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Mr. Jorpan. That sounds like what I would say. However, I talk 
to a lot of people, sir. I just can’t remember in detail every word I 
told you. I don’t doubt that your statement is correct. 

Mr. Buspy. Was that about the substance of it, though, as regards 


other companies, that you wanted to get reports in and you didn’t 
want to go off on hearsay ? 


Mr. Jorpan. It sounds reasonable that I would tell you that I was 
reluctant to advise the committee of any information that I had of 
a hearsay nature, that I would prefer to wait for an official report, 
particularly in view of the fact that as to most of these companies 
that you have mentioned I had no reason to suppose that they had 
done anything wrong in the District of Columbia. 

Mr. Bussy. Now you did thereafter address a letter to the chair- 
man of the committee? 

Mr. Jorpan. Yes, I did. 


The committee first addressed a letter to me—you are right, sir, go 
ahead. 


Mr. Bussy. You addressed a letter to the committee at that time, en- 
closing all of these other files, dated January 18, 1957. 
Mr. Jorpan. Yes, sir. 


Mr. Bussy. And concerning itself strictly with Service Fire Insur- 
ance Co. 

Mr. Jorpan. Yes, sir. 

(The letter referred to is as follows:) 


GOVERNMENT OF THE District oF COLUMBIA, 
DEPARTMENT OF INSURANCE, 
Washington, January 18, 1957 
Hon. MrKe Monroney, 
Chairman, Subcommittee on Automobile Marketing Practices, 
Senate Office Building, Washington, D. C. 

My Dear Senator Monroney: Mr. Busby has requested that I furnish your 
committee with information as to the experience of this department with Service 
Fire Insurance Co., of New York, in the matter of certain over charges by that 
company in policies of insurnace issued to persons in the District of Columbia. 

In the latter part of 1955, this department learned through several items which 
appeared in the trade press that Service Fire Insurance Co. was being examined 
by representatives of the insurance departments of several of the States, and 
that the examiner representing one of those States (Oklahoma, I think) had 
stated that the examination disclosed that a great number of insurance policies 
issued by the company included premium charges which were based upon er- 
roneous information and which, consequently, represented overcharges. 

Under date of November 9, 1955, we wrote to the president of Service Fire In- 
surance Co. about this allegation and requested him to furnish information con- 
cerning it. That letter was followed by several telephone calls, letters, and visits 
from officials of the company. It was the position of the company that it had not 
intentionally overcharged any of its policyholders; that its status in that respect 
was not different from that of other companies with a comparable volume of 
business ; and that it was doing all in its power to make appropriate adjustments 
of the errors. We requested, and subsequently received, information as to the 
progress of the company in making such adjustments. 

This department has not been advised of the final results of the examination 
by State representatives referred to above. It is my understanding that the 
written report of that examination has not been issued. 

I enclose herewith for your information, copies of correspondence between 
this department and Service Fire Insurance Co. 

Very sincerely yours, 


ALBERT F’. JORDAN, 
Superintendent of Insurance. 


91018-—57—pt. 1—_—-14 
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Mr. Bussy. With no mention of the other companies that might 
be involved. 

Mr. Jorpan. Yes, sir. 

Mr. Bussy. Thereafter the chairman addressed a letter to you on 
January 22, thanking you for the recent letter, and stating that the 
counsel had also requested you submit to the subcommittee the ac- 
tions which you had taken or intended to take with regard to charges 
that other companies had misclassified their policyholders: 


In your reply to this letter please let us know what you have done and 
what you intend to do along these lines. 


(The letter referred to is as follows :) 


JANUARY 22, 1957. 
Hon. ALBERT F.. JORDAN, 
Superintendent of Insurance, 
Washington, D. C. 


Dear Mr. Jorpan: Thank you very much for your recent letter concerning 
“misclassifications” by Service Fire Insurance Co. and enclosing your correspon- 
dence with that company since November 9, 1955. 

I note that Service Fire Insurance Co. denies that it has any legal obligation to 
the policyholders overcharged, but only to its parent corporation, Universal CIT 
Credit Corp.; but that with the consent of Universal CIT Corp. it has refunded 
$9,536.03 to 175 of its 1,281 policyholders in the District of Columbia. 

You are to be commended for your effective action concerning this company. 

I understand that Mr. Busby, counsed for our staff, also requested that you 
submit to the subcommittee the actions which you have taken or intend to take 
with regard to charges that other companies have “misclassified” their policy- 
holders. In your reply to this letter please let us know what you have done and 
what you intend to do along these lines. 

Very truly yours, 
A. S. MrKE MoNRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


And then on February 24, 2 days later, you wrote back stating that 
no such charges had been made to you, and that you have no knowledge 


of any such irregularities, except that of a purely hearsay nature. 
Mr. Jorpan. Yes, sir. 


Mr. Bussy. And: 


I have no information at all to the effect that there has been anything improper 
in the conduct of such companies in the District of Columbia. It is my under- 
standing that several such companies have been examined under the auspices of 
the departments of insurance in the States where they are chartered. Among 
these States are New York, Maryland, and Pennsylvania. When the reports of 
these investigations are released I will study them and will thereafter take such 
action, if any, as may appear necessary from the information and conclusions 
which the reports contain. 


That was your letter of January 24? 
Mr. Jorvon. Yes, sir. 
(The letter referred to is as follows:) 


GOVERNMENT OF THE District or CoLUMBIA, 
DEPARTMENT OF INSURANCE, 


Washington, January 24, 1957. 
Hon. A. 8. MrkE MoNRONEY, 


Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. CO. 


My Dear Senator Monroney: Thank you for your letter of January 22, which 
concludes by requesting that I “submit to the subcommittee the actions which 
you have taken or intend to take with regard to charges that other companies have 
misclassified their policyholders.” 

, No such charges have been made to me. I have no knowledge of any such 
irregularities, except that of a purely hearsay nature, and I havé no information 
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at all to the effect that there has been anything improper in the conduct of such 
companies in the District of Columbia. It is my understanding that several 
such companies have been examined under the auspices of the departments of 


insurance in the States where they are chartered. Among these States are 
New York, Maryland, and Pennsylvania. 


When the reports of these examinations are released, I will study them 
and will thereafter take such action, if any, as may appear necessary from the 
information and conclusions which the reports contain. 

Very sincerely yours, 


ALBERT F’. JORDAN, 
Superintendent of Insurance. 
Mr. Bussy. And then just one final question: Service Fire did 
$239,000 worth of business in the District of Columbia in 1954, accord- 
ing to Best’s, and we take that 1 year rather than the 5-year spread of 


misclassification. This Best’s book is standard in every office of 
insurance ¢ 


Mr. Jorpan. Yes. 

Mr. Bussy. It is easy to see how much business a company does in 
each State or locality ? 

Mr. Jorpan. Yes. 

Mr. Bussy. Calvert did $71,000 worth of business ; Industrial, $117,- 
000 ; Emmco, $238,000, and according to our records American Fidelity 
& Casualty, which you mentioned in your earlier statement as being 
canceled, did $152,000 worth of business in 1954. 

But the point of this is that at least Emmco, which was in the 
original better business bureau bulletin, did a considerable amount of 


business, and has done a considerable amount of business in Wash- 
ington, D. C., has it not # 


Mr. Jorvan. Yes, sir. 

Mr. Bussy. No further questions. 

Senator Monroney. Thank you. 

You mentioned earlier in your statement that you have the power to 
revoke or fail to renew licenses to do business in the District of Co- 
lumbia. Do you have any other powers, to call hearings to determine 
on your own, without waiting for the formal reports which may be 
delayed for 6 months or a year, on the investigation of these companies 
by the insurance commissioners of the States in which they are domi- 
ciled to get this information directly from the insurance companies 
when there is suspicion of irregularities ? 

Mr. Jorpan. We have authority, very, very broad authority, to go 
into the office of any licensed insurance company to examine every- 
thing they may have there touching on its affairs and to put the office 
employees under oath, if necessary. 

Now, we make a distinction and must necessarily make a distinction 
between companies which are domiciled in the District of Columbia, 
which are our primary responsibility, companies domiciled outside the 
District of Columbia, and concerning which although we have the 
authority which I already just mentioned, we also face the fact that 
Congress has said as to such companies, I may accept, in lieu of such 
examination, reports of that State. 

Senator Monroney. Yes, but when a nationwide exposure of a con- 
siderable amount of overcharges is already evidenced by more than 
$5 million in voluntary refunds breaks, it seems to me that you would 
have the authority to call some hearings on 4 or 5 companies that were 
writing in the District of Columbia, and were mentioned in this list as 
those that were overcharging on the basis of erroneous classification. 


| 
; 
| 
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Mr. Jorpan. Well, sir, if you are asking me, I don’t think that is 
the way to go about it. 

Senator Monroney. Do you just let the companies voluntarily say, 
“We may have overcharged and now that we are caught at it we are 
going to be just kind and pay it back,” or is it the purpose of insurance 
regulations to protect the holder of the insurance policy ? 

Mr. Jorpan. Yes, the insurance business is more strictly regulated 
than any business I know anything about. In my opinion, it is almost 
impossible for an insurance company over a long period of time to do 
anything crooked without disclosure. 

Senator Monroney. Isn’t it a fact, Mr. Commissioner, though, that 
largely—this close regulation as to the verification of their assets, and 
on matters of rates—that there is no central agency which can submit 
to this committee, or anybody else, or even to you, exactly what ratio of 
policies were written in the years 1950, 1951, 1952, 1953, 1954, and 1955, 
when these overcharges were supposed to have occurred ? 

Mr. Jorpan. Yes, sir; but the way this information was disclosed, 
sir, was by the very kind of examination that I have talked about. 

Senator Monronry. Through the commissioners of the South- 
west 

Mr. Jorpan. Through the natural process—no, sir; not through 
the commissioners of the Southwest. ‘This Service Insurance Co., is a 
New York corporation, examined in accordance with the procedure 
that I have outlined, and by a natural course of events in such examina- 
tion any such abuses are disclosed. Those examinations are most 
thorough. 

Senator Monroney. As to the overall percentages of policies in that 
company, as to the class I and class II risks on the collision damage ? 

Mr. Jorpan. That is as to its entire operation. 

Senator Monroney. But we are trying to pinpoint—where the diffi- 
culty came about, was the overclassification of class I and class IT 
collision risks. Now, is there anything in these examinations that 
shows the percentage of class I to class II and other risks for the 
policies written by these companies in the District of Columbia? 

Mr. Jorpan. I don’t know if there is anything in the examination 
report. All of these companies report through statistical agencies. 

Mr. Srour. I have some information here dealing with the classi- 
fication of the automobiles, class I and class I1, that Mr. Busby asked 
me to get for him. That may clear up this question. 

Senator Monroney. That would be very helpful. Is that given 
by companies ? 

Mr. Strout. No, I have it here. 

Mr. Jorpan. I think Mr. Busby asked him for one company. 

Mr. Srovut. I have it for one company, the Government Employees 
Automobile Insurance Co., that is our largest writer in the District 
of Columbia. 

Senator Payne. How does that show the breakdown on classes, 
incidentally ¢ 

Mr. Srout. I have it here first for the District of Columbia, by 
classes, according to collision coverage, that is classes under 25 and 
over 25, for the policy year 1955, the company wrote 10,341 cars in 
class I, 500 cars in class II. For that year, in the collision covera 
for this company, 95 percent’ was in class I and 5 percent in class IT. 
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That, I might say, was probably an exception. This company 
does not write business through agents, it writes it direct, and it is 
very rigid in its underwriting, and I think that accounts for the 
extremely low percentage in class IT. 

(The material referred to is as follows :) 


GOVERNMENT EMPLOYEES INSURANCE Co. 


District of Columbia private passenger collision premium and exposure—Policy 
year 1955 








State Cover- A/R Months ex- Premium 
age posure 
Wi i She hcAclg edad thai Aidatied ondilighte 3 hy Ge a. Ci nibaihdtieaiten 37, 073 $106, 126 
Glebe AU hin ih ddaewees 3 1, MOU IBGs2 86, 700 260, 428 
ie iiecndesihacanietniaedrbaherd aesbemteasernae ts 3 £1232 1, 055 3, 791 
th 4 iain icthiaphdpdideebinaemeniae 3 Ce 3, 073 11, 686 
intdietsendangaseedtedbaieda 3 OE eres. © 230 922 
ill aaa ede idiadeta nce 3 1 GOO TWO ~cacaceoodas 1, 566 6, 110 
btw ath tetdenckbbdcqent 3 1,800 | Auto, homes, 77 
etc. 
Pt oe oak eek cre ORS, th kok bei dba de wab bb abdiewiiekaeolheees 129, 774 389, 178 





Mr. Bussy. In other words, they probably just wouldn’t take any- 
body who was under 25 ? 

Mr. Stour. They would not write it. 

Mr. Buspy. How much difficulty did they have in getting this, 
did it take very long? 

Mr. Srour. No, I have it for the same company’s operations 
throughout the country. 

Senator Monroney. Well, they still have preferred risks, don’t 
they? What we are after is trying to pinpoint it. 

Senator Payne. Let me ask this, if I may, Mr. Chairman, Do you 
have any companies that are domiciled in the District, other than the 
one you have mentioned, that write this type of insurance? 

Mr. Srour. Yes, but not near the volume that this company writes. 

Senator Payne. No, but let us take on any volume, and do you 
have any breakdown on that as to class? 

Mr. Stour, No, I have not. 

Senator Payne. Could you provide it at some reasonable time to 
the committee ? 

Mr. Strout. Yes, [ think I could do that. 

Senator Payne. So we could have it on any companies in the Dis- 
trict here that also write that same type of insurance and a breakdown 
as to class, 

Mr. Stout. That can be done, sir. 

Senator Payne. O. K. 

(The material above referred to will be furnished.) 

Mr. Stour. I have it for the companies that are members and sub- 
seribers to the National Automobile Underwriters Association for 
the country at large, for the year ending June 30, 1955. 

Mr. Buspy. That is all companies, nationwide average? 

Mr. Stout. Yes. This is for the country as a whole, excluding 
Illinois, Louisiana, Massachusetts, New Hampshire, Texas, Virginia, 
and Puerto Rico. 

I think you have a copy of this. 
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Mr. Bussy. I have a more simplified copy of this, if the chairman 
would like it in the record at this time. 

Senator Monroney. I think it would help us, but it was taken from 
these general reports; is that correct ? 

Mr. Bussy. It is contained in a letter from the National Automo- 
bile Underwriters Association, breaking down by nationwide aver- 
age the experience of all of these companies, excluding mutuals, and 
what others ¢ 

Mr. Stour. Reciprocals. 

Mr. Bussy. In other words, it would contain most all stock com- 
panies, and all of these subsidiary companies of finance companies? 

Mr. Stout. I believe so, yes. 

Mr. Bussy. Showing that in 1955 their members wrote 11,349,178 
car-years, that 69.6 percent of them were in class I, 22.5 were in class 
II, and 7.9 percent in class ITT. 

Mr. Strout. That is the same information I have there. 

Mr. Bussy. We are informed that this calendar year 1955 figure 
would include many of those who were presumably still misclassify- 
ing in 1955, and that the 1956 figure would be coming along soon, 
sir, for our record, and it will show a lower number in class II than 
22.5. 

(The material referred to by Mr. Busby is as follows:) 


NATIONAL AUTOMOBILE UNDERWRITERS ASSOCIATION, 
New York, N. Y., January 18, 1957. 


Re collision classification plan for rating private passenger automobiles. 


The Honorable A. 8S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 


Dear SENATOR MoNRONEY: We have been able to complete the exhibit of the 
distribution of cars by classification sooner than expected by transferring people 
from other assignments to this one and, consequently, the information is sent to 
you for the calendar years 1951, 1952, 1953, 1954 and 1955. 

This association, for the first time, adopted a classification plan of rating in 
1950 and this consisted of two classes. This plan was filed with the individual 
States from April of 1950 through February of 1951 and in many cases it was 
submitted with rate changes. It was not until September of 1953 that the 3-class 
plan was introduced and the so-called under age driver set up as a penalty class. 
These filings were not completed until August of 1954. Therefore, I would sug- 
gest that in your study of this exhibit your committee disregard the figures dis- 
played for 1951, 1952 and 1953 as not being comparable with those displayed for 
1954 and 1955 because they were developed on different bases. It should be 
explained that despite the fact that three classes are shown on the exhibit for 
1951, 1952 and 1953, class 3 is the result of a coding arrangement established for 
the convenience of companies affiliated with this organization writing liability 
insurance where three classes were used. Thus, in developing the actual experi- 
ence under the association’s plan, classes 2 and 3 were combined. The fact is, 
even the year 1954 is slightly suspect as the rating program was filed and intro- 
duced at various periods throughout the year. 

If you will look at the last set of figures under “Total Collision”, you will note 
that the percentage of class 1 risks increased from 1954 to 1955 from 63.9 percent 
to 69.6 percent and that the class 2 risks decreased from 27.8 percent to 22.5 per- 
cent. This might be attributed to more rigid methods of supervision of class 
rating on the part of companies, prompted to an extent by the increasing interest 
and activity of the supervisory authorities in the State Insurance Departments 
in investigating procedures concerning the classification of automobile risks. 
Further, it is actually the first full year in which it might be said that it repre- 
sents a true picture of the results of the use of the 3-class plan. Percentagewise, 
misclassification of collision business would have relatively little effect on the 
overall figures which are combined on a countrywide basis as the offending com- 
panies are very few in number. 
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I should explain that the total number of car-years appearing at the head of 
each category of collision coverage is a unit of exposure and represents the 
number of cars exposed to loss for 1 year. Thus, it is quite apparent, for ex- 
ample, that the experience of the $75 deductible collision coverage and the $250 
deductible collision is not entirely dependable because of the relatively small 
volume of private passenger automobile business written under those coverages. 
The important figure is the portion labeled “Total Collision” which is a com- 
bination of the $50, $75, $100 and $250 deductible collision coverages. 

The information presented to you is the latest available to this association and 
is not broken down by geographical area. 

I am sure you know, Senator, that the State Insurance Departments have been 
giving diligent attention to this problem for some period of time. 

The enclosed material, I hope, provides you with the information you need. 

Very truly yours, 
Howarp 8. Omssere, Manager. 


Private passenger cars—Oollision—Distribution of cars by classification 





| Number of car-years and percent distribution 
Coverage and class ita Eerie 


1951 1952 1953 | 1954 1955 


$50 deductible collision: 









































Total number of car-years_-........---- 6, 816, 719 7, 868, 152 8, 112, 904 7, 202, 412 8, 203, 960 
Sta senate cent chien teioahaie 44.8 47.1 51.0 63.5 69.5 
CE Sins dsc etans kebtarckeicddieedkens | 29.9 28.9 29.9 28.8 22.9 
SAN Gite cine tana dienes chgactncedwe | 25.3 24.0 19.1 7.7 7.6 
$75 deductible collision: | - ao, 2 
Total number of car-years_.......-.-- | 127, 127 122, 212 89, 833 58, 323 54, 478 
ee eo el 18.4 17.6 20.7 | 33.6 47.6 
oo 2. ...--+----2-0-------------- 181.6 3. 3 71.7 61.4 46.6 
BD Ui scitin Gntin Sakaniveetetedindeig 7.6 5.0 5.8 
$100 deductible collision: | ee Ee 
Total number of car-years..-.....-.--- 1, 015, 456 1, 592, 699 2, 269, 246 3, 057, 067 
Oleaw 4h. .« sesssresecstecaees sixes} 53.0 58. 8 66.1 70.0 
ee SS es. a ----| 23.9 22.8 24.2 21.3 
RE Onn deca seenanabasdecaersaarel 23.1 18.4 9.7 8.7 
$250 deductible collision: | : a Bi @ oe 
Total number of car-years--_--.- soda 14, 531 18, 980 25, 512 30, 614 33, 682 
I Bs sca: iret cca adeeenadidenleiaipactiintcbiisiss | 64.4 63.3 64. 6 68.5 68.4 
COR Bic cn cadences sicthntthelgas 13.1 13.0 12.6 11.1 10.0 
Gines &... .. .5.25- angie ct pisses hhoteen | 22. 5 23.7 22.8 20.4 21.6 
Total collision: 2 me ¢ ; 
Total number of car-years_-........-- .| 7, 973, 833 | 9,265,219 | 9,820,948 9, 650, 595 11, 349, 187 
06 Bee idk ctx dda sdb Seca} 45.5 | 47.9 52.0 63.9 69.6 
oj Oe Se! Se ee ee ae 29.1 | 28.1 | 28.7 27.8 22.5 
Cite $.2 25. oe. 8 es. 25.4 | 24.0 | 19.3 8.3 7.9 


1 No separation possible. 


Note.—The distribution for calendar years 1951-53 is based on the number of cars written in all States 
post Louisiana, Massachusetts, Michigan, New Hampshire, Texas, Virginia, and Hawaii and Puerto 

ico. 

Calendar year 1954 includes all States except Louisiana, Massachusetts, New Hampshire, Texas, Virginia, 
and Hawaii and Puerto Rico. 

Calendar year 1955 includes all States except Dlinois, Louisiana, New Hampshire, Texas, Virginia, and 
Hawaii and Puerto Rico. 


(The material referred to by Mr. Stout is as follows :) 
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Senator Monronry. Based on your experience, this report which 
has just been summarized for the record would give you the best pos- 
sible yardstick of the nationwide experience on legal classifications; is 
that correct ? 

Mr. Stout. As far as I know; yes. 

Senator Monroney. Then was any effort made, or did the companies 
involved in the District of Columbia supply to you how their ratios of 
these classifications stacked up in the District of Columbia ? 

Mr. Stour. Not on the individual companies domiciled here. 

Senator Monronery. I don’t mean the ones domiciled here. There 
have been very little charges of misclassification of Government Em- 
ployees Insurance with 95 percent in the lower preferred classification, 
it is way below the nationwide average. 

What we are trying to find out is if, in your studies or in your 
efforts to see if the people in the District of Columbia were over- 
charged, these companies were willing to submit the classifications to 
the District of Columbia or to the other States so you could put them 
against this yardstick ? 

Mr. Stout. We do secure each year the experience of all of the com- 
panies from two statistical companies, which experience is compiled 
setting forth the various classifications of automobiles, both for private 
injury and physical damage coverage. That is the experience we use 
in determining the fairness and reasonableness and adequacy of the 
rate. That has not in the past been broken down into class I and 
class II, assuch. It is given us overall, the automobile experience. 

Senator Monroney. That doesn’t give you any relations to over- 
charges, if you don’t break it down into I and II classes. 

Mr. Stout. We do have the private passenger cars thrown together 
as a whole, and the rates on the cars’ insurance under the private pas- 
senger car, to give us an actual loss ratio. 

Senator Monroney. It is not the loss ratio we are after, it is the 
classification on policies written, whether classified as class I or class 
II, to put them against the nationwide yardstick. 

Mr. Stout. We do not have that by companies broken down. 

Senator Payne. I was just going to ask, the rate structure, of course 
is based upon the actuary experience the company attains as a result of 
damages, claims, and so forth. What we are getting at is once the 
rate is established, and it is established on class I, class IT, class III, 
that is the determination whether or not you have a breakdown on 
those and are able to follow the ratio. 

Senator Monroney. That is right. 

Mr. Stout. For class I and class II, as such, we do not have that, 
we have it as a whole. 

Senator Monroney. Does the report you referred to there for one 
of these companies have that listed ? 

Mr. Strout. I have it here for Government Employees. 

Senator Monronry. You had one there that has made some refunds, 
I believe, in the District of Columbia, a report that you were waiting 
on, and I was wondering if this report gives you any data on classi- 
fication in the District of Columbia ? 

Mr. JorpaNn. Not separately. 

Senator Monroney. In other words, there are no published reports 
we have been able to find, or been able to get from these insurance 
companies—who apparently feel they have at least overcharged to the 
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extent of some $5 million—in making these refunds, to show whether 
the refunds have been adequate to cover’ the overcharges in. relation- 
ship to the percentages of preferred classification in class I and class II. 
Now, how can you properly enforce the legal rates if no information 
is given to you men who are charged with doing this job, as to the 
volume of business done in these 2 or 3 classes ? 

Mr. Jorpan. That is determined on the examination of the com- 
panies, sir. You referred to having a hearing. If a company is 
suspected of being dishonest, in my opinion it does no particular good 
to call them in and ask them if they are dishonest. Naturally they 
will say “No,” they are not dishonest. It isnecessary to take not only 
the word of the company but to go back to the basic records of the 
company to determine what they are doing. 

Now, that is what occurs on the examination. That can be done 
only at the home office of the company. 

Senator Monroney. You have no power to go into the home office, 
or to know. You have to take on faith the informal National Asso- 
ciation of Insurance Commissioners’ system of reporting that they 
have audited this company, and that this is their report? 

Mr. Jorpan. No, sir; the report is by no means informal. 

Senator Monroney. What I meant, the organization is informal, 
without power. It isa matter of courtesy between States to permit the 
examination of the home office by the insurance commissioners there, 
and in that zone, to report to all the rest of the country that they have 
examined this company and found the condition to be so and so; is that 
correct ¢ 

Mr. Jorpan. No, sir; that is not exactly correct. 

Senator Monroney. All right, you state it. 

Mr. Jorpan. I am sorry I haven’t explained it correctly. The Na- 
tional Association of Insurance Commissioners merely has set up a 
procedure for the participation in examinations. It has devised an 
examination manual which shows in considerable detail how the 
examination is to be conducted, but actual work of the examination 
is done pursuant to law in each of the jurisdictions. It doesn’t vary 
widely. When a report of such an examination is released that is by 
no means informal. The report goes into great detail. The examin- 
ers would do everything which my examiners would do if they were 
there. As a matter of fact, they represent all of the States and 
jurisdictions in which the company does business. 

Now, the examiners have their work papers, of course, very volu- 
minous. Out of those work papers they prepare a report of which 
this is more or less typical. 

Senator Monronry. Does that show the percentage of class IT 
policies ? 

Mr. Jorpan. No, sir. Would you be interested in my reading a 
little bit about what it says on this ¢ 

Senator Monronry. Well, it doesn’t say anything about the per- 
centage of—the point we are making is there is no way, apparently, 
unless in some other audit in the Southwest, in the case of the Texas 
hearings, they found that for the third quarter of 1954, the State 
of Oklahoma, only 1.5 percent were classified in class I and 98.3 per- 
cent in class II. In New Mexico, only 10.1 percent were classified in 


class I and 88.8 percent in class Il. In New York, 1.3 percent in class 
T and 98 percent in class IT. 
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Mr. Jorpan. My point is that was an examination, that was not 
informal. That is the way these errors are discovered. The exami- 
nation report, for example, does not say how much taxes were paid 
in the District of Columbia, or in Oklahoma, but the examiners go 
into that in great detail and comment on it where it is necessary. 

Senator Monroney. But you could have gotten the same as these 
other States the breakdown on the class I and class II risks written 
in the District of Columbia on these certain companies had you asked 
for it ? 

Mr. Jorpan. I could get no information upon which I would finally 
rely except by going into the office of the company as these exami- 
ners. 

Senator Monroney. You have the funds to do this and see—in other 
words, out of $239,000 worth of premiums written in the District of 
Columbia by Service Fire, only 177 policies were found to be mis- 
classified, according to their voluntary submission. 

How do you know that is a correct figure or a proper figure on 
refunds? You are diligent in taking up individual complaints of 
overcharges, are you not ¢ 

Mr. Jorpan. Yes. 

Senator Monroney. But when you have a mass suspicion of gross 
overcharges, what do you do about it ? 

Mr. Jorvan. I have the word of the company that its report is 
correct. I am not through, now. I am not exactly a new hand at 
this. If a company lies to me about anything, it is through in the 
District of Columbia, and they know that. 

Now, I have the word of the company that this is a certain state of 
affairs. That company is subject to examination by the sovereign 
State of New York, and by other States participating in the examina- 
tion. They report to me, and to other jurisdictions. 

You would have a thoroughly chaotic condition, I think, if after 
conducting such an examination each of the 49 jurisdictions sent their 
own representatives into the company. 

Senator Monroney. Some of the States did, did they not, Con- 
necticut, Massachusetts, and there were a great number of refunds 
of overcharges. 

Now, if the District of Columbia had the money to send their repre- 
sentatives into these home offices to examine these cases, and the 
companies have now told you that all refunds have been made, and 

ou find on reexamination and recirculation that there is a vast num- 
er that have not beeen made, then would they be subject to action 
by your insurance commissioner ? 

Mr. Jorpan. Perhaps the best answer would be to say we do not 
have the examiners to send outside the District of Columbia. 

Senator Payne. Now, Mr. Chairman, if I may ask a question here 
of Mr. Jordan? I will grant that the companies in question—we will 
say one company in question here, that has been brought out here in 
this testimony—did send out a letter to policyholders, regardless of 
whether or not it set forth the thing clearly, requesting a reply as to 
their status, so as to determine whether or not they might be entitled 
to lower costs on coverage. 

Now, in the District of Columbia that particular concern on the 
basis of the tabulation here has found a return of 13.8 percent of the 
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total letters that they have sent have replied to it, or 177 letters as 
the chairman mentioned. 

Don’t you think it is strange, however, that in the State of Massa- 
chusetts, where the commissioner of insurance, in addition to the 
letter that the company sent, turned around and sent a letter on his 
own stationery to the policyholders, possibly setting it forth in a 
different way—I didn’t happen to note the letter—and they got a 
response out of that State, on these figures, of 46.7 percent? 

Now, I don’t know what the response was that the company got, 
but the response that has now been received was 46.7. That is the 
remarkable thing. 

Connecticut is another State like this, and the response there has 
been 65.1 percent. 

In the State of Texas, it is 38.4 percent, and I am mentioning those 
particular States because they apparently did go after this thing 
from the angle of trying to see if it was possible to sift this thing down 
to the lowest possible level and get just as many people who were 
entitled to refunds in under the plan as possible—so that it is evident 
to me, in looking at these tabulations, that apparently in the juris- 
dictions where everybody is relying upon the form letter that was 
sent out by the company to respond to it, that the replies have been 
relatively low, that in the jurisdictions where the departments have 
taken it into their own hands of going out and seeing if they can 
substantiate from the list of policyholders under the seal of the 
jurisdiction, then the response has been exceptionally high. 

So it may be very well that something should be done here, if 
possible, on the District level, that would further supplement what 
the companies, themselves, have been doing in connection with the 
policyholders, because you might get a little better information. 

Mr. Jorpan. I would imagine, sir, that the commissioner in Massa- 
chusetts had some reason perhaps peculiar to Massachusetts to believe 
that this practice was widespread, and these letters were not coming 
back correctly. 

Here I may say that in the absence of any apparent showing that 
the companies acted in good faith, I think ordinarily it would not be 
in the public interest for the District government to address letters 
to the company’s policyholders. It would make the policyholders 
suspicious of the company. It would disturb them unduly—merely 
if we were fishing for information. 

Senator Payne. Well, I don’t think you would be fishing for infor- 
mation, except for information as to policyholders who reside within 
the jurisdiction of the District of Columbia being overcharged on 
their legitimate rating for this type of insurance. 

Mr. Jornan. I agree. 

Senator Payne. Don’t the companies issue the policies direct to the 
policyholders ? 

Mr. Jorpan. Ordinarily, the policy is issued to the policyholder; 
es. 

Senator Payne. So in effect, regardless of who handles it, the 
customer has paid for the premium for all intents and purposes, and 
the company has so recognized it in sending the policy direct to the 
policyholder—so in the event of a claim, if I have such a policy and 
Iam involved.in a collision, and I present my claim for coverage 
under that policy, that check is made by the insurance company direct 
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to me, isn’t it, or it is paid direct to the outfit that does the repair on 
the car, or how is it handled? 

Mr. Jorpan. Well, in the case of financing a car, there is a loss- 
payable clause on the policy which requires that the payment be made 
to the institution to the extent of its interest. 

Senator Paynr. The same as if you had a mortgage on your house, 
and you were covered by insurance? 

Mr. Jorpan. Sometimes the check might be issued in both names. 

Senator Payne. And then it usually is endorsed over and sent for- 
ward; but that is only where the interest of the person involved in 
the deal comes into the picture? 

Mr. Jorpan. Yes, sir. 

Senator Payne. That is all. 

Senator Monroney. Do you intend to make any further efforts to 
check and see if these refunds have been all made by these companies 
writing in the District of Columbia ? 

Mr. Jorpan. Senator, my honest opinion is that—I am afraid I 
have not explained this well—that the natural processes of exam- 
ination will expose any skulduggery, if any exists. 

Senator Monronry. Then you can revoke the license to write in the 
District of Columbia. But we haven’t been able to find any way 
from our correspondence with these insurance companies in which we 
can find the names of people back of 1953 who might be due millions 
of dollars in refunds. The records are destroyed. You can’t circu- 
larize mailing lists, or any other way. 

Now, if we are going to wait on these official investigations, or offi- 
cial audits and all, I don’t know how you are going to dig up any of 
the refunds that are due these policyholders. 

Mr. Jorpan. Well, sir, let me put it this way: Suppose I decided 
that I would write a letter to every policyholder of, say, the Service 
Insurance Co., asking them how they had been treated, what they 
were charged, and all of these various questions. 

In the first place, I have to get a list of policyholders. I could 
get the list of policyholders only from the insurance company. Now, 
there are two ways of doing that: I can ask the company to furnish 
me with such a list, but if I am to rely on that being an honest and 
accurate list I may as well rely on what they have told me at the 
outset. 

Ordinarily, we would go into the basic records, such as in the case 
of one of our own companies. The companies furnish us under oath 
voluminous information, but-we don’t rely on that entirely. We go 
back to the basic records and check. 

Now, to pursue that further, I would have to go to the home office 
of the Service Insurance Co., go in and look at all of their records 
for myself to determine what a correct list is; but in doing that I 
would do not more than the State of New York and the other States 
participating have done already. 

Senator Monroney. They will not furnish you a list of your policy- 


holders that were charged class II rates in the District of Columbia, 
will they? 


Mr. Jorpan. They have checked the thing that I would check. 
That is what I am getting at. 

Senator Monroney. But the purpose that—the insurance com- 
missioner of Massachusetts, the insurance commissioner of Connecti- 
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cut, and some of the other States that have gone aggressively after 
these refunds, they went to the home office, had a run made of the class 
II policyholders, compiled a list, and then circularized them over the 
stationery of the State insurance commissioner to find out if they were 
properly classified as class II risks. 

Mr. Jorpan. The State of Massachusetts is amply provided with 
examiners which they from time to time send out of their jurisdiction. 

As I remarked, although we have asked in our appropriations for 
vxaminers, at the present time we are hard pressed to examine even 
our own companies, so in answer to your question I have no examiners 
which I can send to New York to spend a considerable length of time 
going over their records telling me whether or not they have lied to me. 
In the absence of doing that, it seems to me it would be a futile thing to 
take merely a list which they have furnished me purporting to be a 
complete list of policyholders, and write to them. Because if they are 
crooked in the first instance they would not give me a correct list of 
policyholders. 

Senator Monroney. Well, what these other companies in these other 
States have found could be done in not too great a time was they had 
the list, and followed it up, and some of them just recircularized the 
same list the insurance company circularized. It made it a little more 
clear, and perhaps eliminated the costly affidavit form, and as I recall 
the testimony of Mr. Humphreys yesterday, when he did that in Massa- 
chusetts, where the company had secured $9,000 worth of refunds, the 
total amount refunded climbed to $25,000, when he did it. 

Mr. Jorpan. Mr. Chairman, I can only assw: ec, after doing all that, 
the commissioner in Massachusetts did not conclude that this company 
had deliberately cheated the policyholders or if he had he would have 
revoked its license. 

Senator Monroney. I think the testimony was—there were strong 
indications this could not have been going on unknown to the officers 
of the insurance corporation. 

Mr. Jorpan. Well, the State of Massachusetts has a very fine in- 
surance department, and in my opinion if they had found after their 
exhaustive investigation that this company was lyi ing, it was untrust- 
worthy, it had set out to cheat its policyholders, it w ould have revoked 
its license, certainly would have. 

Senator Monroney. But there could be an area in there between 
where the offense could have been one that was complicated by, first, 
mistake, honest mistake, I think he said at the start, and then later on 
grew to be an accepted practice and was being done by several com- 
panies. Where there were refunds for the overcharges—the ney 
of getting this back to the persons who were overcharged, I think, is 
the thing that requires a consider: ible amount of diligence on the part 
of the man charged or the department charged with enforcing the 
insurance laws. 

Mr. Jorpan. Well, let me put it this way: If Congress will give me 
the examiners I will be very glad tosend them out. At the present time 
we do not have them. 

Senator Monroney. Leave it up to Senator Payne and myself and 
maybe we can get you some examiners 
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Mr. Jorpan. We have asked Senate Appropriations for three addi- 
tional ones 

Senator Monroney. Is part of that to get these refunds ? 

Mr. Jorpan. To send them out wherever necessary in an outside 
company. 

Senator Monroney. There is nothing in the outside examination 
that is going to help the people now if any of these people have been 
overcharged. ‘There is no way to get the names or how to circularize 
them, or how to get the money back to them. The only thing you 
can do is maybe if the examination comes up bad, you can revoke 
the charter of the company to operate. 

Mr. Jorpan. You see, sir, that is a very powerful incentive for the 
company to do right, this fear of disclosure, and the revoking of the 
license on the part of the District of Columbia. 

Senator Monroney. But you can get the ratio of class I and class IT 
policies on the part of these companies. 

Mr. Jorpan. I can ask them and they will furnish me the informa- 
tion. 

Senator Monroney. Will you do that so we will have a yardstick 
te apply against the nationw ide yardstick ? 

Mr. Jorpan. Senator, I will be glad to do anything in the world 
that I can do that you want me to. 

Senator Monronry. You have been very cooperative within the 
limits of the information that you have, but this committee has been 
trying for months to get a breakdown, State by State, on the per- 
centages of these class I and class II classifications, and we are still 
without it up to this good hour. I don’t know how we are going to 
gage the amount of refunds that might be due, and the amount of 
overcharges unless we can set those States up as 3 or 4 States that 
we have information on that show that there were tremendously large 
percentages, 98.3 percent, 98 percent in class II, when the nationwide 
average is only 22.5 percent. 

Mr. Jorvax. Would the chairman be willing to have Mr. Busby 
write to us outlining specifically in detail what we can do to assist ? 

Senator Monronry. We will certainly do that. 

Mr. Busy. I would like to ask one question now. 

You state you are unable to go in there because of the cost of doing 
this. Didn’t you state earlier that the insurance companies paid your 
people directly when they were making these examinations ¢ 

Mr. Jorpan. Sir, aside from the amount of expense, we simply could 
not. spare taking a man off his present work to send him out for this 
length of time. Who would do the work he is now doing? 

Mr. Bossy. Then it is not a matter of expense. The companies do 
pay your people directly and it is not a matter of expense, therefore, 
te get these figures. Is that correct ? 

Mr. Jorpan. That is right, it is a matter of manpower. 

Mr. Bussy. I would like to ask one more question. 

You read, through the press, in the third quarter of 1955, of the 
refunds w hich had been made by certain companies which did business 
here in Washington, D. C. ? 

Mr. Jorpan. As I remember, that referred to only one company 
making refunds. 

Mr. Bussy. You found that Service Fire Insurance Co, actually 
owed, and did repay, nine thousand and some odd dollars in the 
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District of Columbia. You say that one or two complaints had been 
directed against Calvert on misclassification ? 

Mr. Jorpan. Not at that time. What I had in mind was last — 
I inquired of the gentleman in my office who ordinarily receives suc 
complaints what complaints he had on companies other than Service. 
He said none, except in the case of Calvert he had three. One of them 
involved a person outside our jurisdiction. 

Mr. Bussy. Go ahead. 

Mr. Jorpan. I will tell what happened. It appeared, on analysis 
as to one man, the man had been undercharged rather than over- 
charged. As to the two overcharged, he called it to the attention of 
the company and they very promptly and courteously made the 
appropriate refunds. 

Mr. Bussy. You don’t know of any other refunds except for Service 
that have been made in the District of Columbia for misclassification ? 

Mr. Jorpan. I don’t know specifically as to the District of Columbia. 
I do know from this report on Calvert that the company made a 
sizable amount. I was just going to say, according to the report, there 
was a review of the classes of business by States. An examination of 
the report says, at page 47, subsequent to the date of this examination, 
the company has returned premiums due to misclassification in the 
amount of $448,161.62. 

Senator Monroney. That is Calvert? 

Mr. Jorpan. Yes, sir. 

Senator Monronry. How much? 

Mr. Jorpan. $448,161.62. 

Senator Monronry. What was the date of that report? 

Mr. Jorpan. The report is dated June 13, 1956. 

Senator Monronry. Subsequent to that our figures show that they 
have refunded now, Calvert, $2,273,809.05. 

Mr. Jorpan. What they mean by the “as of date,” was December 31, 
1955. 

Senator Monroney. Then that way all of the records disappear 
and there is no way in the world that anybody can secure informa- 
tion on who to refund. These pile up into voluminous records on the 
individual cases, and so we just find ourselves washing out completely 
the chance to recover overcharges if we have to rely on this type of 
inspection. That is why we think it is up to the Insurance Commis- 
sioner to aggressively find out, before these records are destroyed, 
whether anyone else in the District of Columbia, other than those you 
mention, have been refunded voluntarily and without a chance for 
your Department to investigate and see whether the number of let- 
ters—which were 1,281—were sent to all of those who might have 
been erroneously misclassified. 

On some of these other companies that write a considerable amount 
of insurance in the District of Columbia, we feel that some action 
should be taken other than that which has just been taken voluntarily 
by the company. In other words, we have in our compilation on 
Calvert Fire Insurance Co., they showed that they have made, out of 
$71,000 worth of business written in the District of Columbia for 
1954—that is merely a gage—made 210-plus from policyholders. We 
don’t have the percentage. The total amount refunded for all years, 
1950-56, totals $9,261. 
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You haven’t even been in correspondence with them on refunds; is 
that correct ? 

Mr. Jorpan. Not on that point. 

Senator Monronery. So, they, apparently feeling that they must 
have misclassified, sent some letters, the results of which you were not 
given, resulting in $9,000 additional refunds, which doubles the 
amount that has come to the Distr ict from the Service Fire refunds. 

Mr. Jorpan. The examiners found they had misclassified. This has 
come to light in every State by reason of the examination procedure 
I referred to. 

Senator Monroney. But if it is so late that the records of who 
is going to get the money will be gone and destroyed, you will have 
no way of knowing how to help, except for the companies who are 
going out on their own; you will have no way to handle this. And 
certainly, if these companies found this amount due, other companies 
who wrote a considerable volume in the District of Columbia m: Ly 
also have misclassified ; is that correct ? 

Mr. Jorpan. That could be. 

Senator Parner. The percentage, Mr. Chairman, that it shows on 
Calvert, for instance, on their total business of $71,000. It is true you 
can’t tell what percentage replies have been returned, but it shows 
somewhere between 13 and 14 percent, roughly speaking, of the total 
business has been refunded. In the case of Service on the District 
of Columbia, on $239,000 worth of business, the amount that has been 
refunded is approxim: ‘ately the same amount as Calvert on $71 000, and 
would ap proximate somewhere in the vicinity of 4 or 414 to 5 percen 
of the total business that they have done. So, if the ratio is the same 
on the misapplication of the rate, somebody is off somewhere. 

Mr. Bussy. Let me ask if you don’t feel that Emmco, which has 
been found to misclassify in every State in which there has been a 
checkup, and which did as much business in the District of Columbia 
in the year 1954 as Service—don’t you think that it also possibly 
misclassified in the District of Columbia and that the District of 
Columbia citizens are due refunds? 

Mr. Jorpan. If you are asking me whether that is possible—of 
course, I must say that is possible. As to the volume of business done, 
there are several companies that have a considerably larger volume 
of business than any companies mentioned here. 

Mr. Bussy. Might they be due refunds also ? 

Mr. Jorpan. It is possible in every case where you deal with large 
numbers of people. That is the reason the companies are examined. 

Senator Monronry. Have you ever corresponded, say, with Indus- 
trial <posrabeon Co., which shows a volume of $117,000 for 1954? 

Mr. Jorpan. No, sir. 

Senator Monroney. Have you ever corresponded with Emmceo, 
which shows a volume of $238,000? 

Mr. Jorpan. I have not corresponded with any of the compaines. 

Senator Monroney. Don’t you think this has been in the insurance 
public trade papers since about 1955, the matter of these being suspect, 
of being guilty of overcharges? That would have been worth the 
same kind of letter that you wrote to Service Fire, demanding that 
they do something about it. Do you have to rely on the investigation? 

Mr. Jorpan. There was a difference in the case of Service Fire. 
That was something which was very, very unusual in regulatory 
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circles. A person who was actually participating in that examination, 
as I remember it, attended a meeting of insurance commissioners in 
his zone and made a speech in which he outlined a lot of the abuses 
they had found in this particular company. I don’t know of any 
other cases where that has happened in recent years. The indica- 
tion was this was something very, very unusual. 

Senator Monroney. And the extent of it is wider than has ever 
been found in insurance matters before; would you not say? 

Mr. Jorpan. That is what I understood from his statement as re- 

layed to the press. I have not talked with him. 

Also, there were other items in the press, as I remember, a gentle- 
man from your State 

Senator Monroney. Mr. Hunt, commissioner in my State, who ag- 
gressively went after these matters, has received, on Service Fire, 
refunds extending to 37.9 percent as to the letters sent. On Calvert 
Fire, he received ‘Tefunds amounting to $23,436, and he is apparently 
aggressively going after these companies. In fact, if I remember 
the testimony, he thre: atened to cancel the right to do business on 
the part of one of them if they didn’t institute an adequate program 
of refunds. 

Mr. Jorpan. I think Mr. Hunt was a member of the zone in which 
this was brought out. 

Senator Monroney. Yes. If it had been on a national level, maybe 
some of these percentages would have lived up to the percentages of 
the other States. 

Mr. Jorpan. Yes. 

Sen: tor Monroney. Do you intend to write these other companies 
and ask them if they have misclassified, or do anything to find out 
about ‘that ? Nobody else outside the insurance company is going 
to see your letter , 

Mr. Jorpan. Let me say, as a preamble, that I want to cooperate 
with this committee fully but, frankly, my experience with this in- 
surance department is such that you are really not getting anywhere 
withae company Wr iting to them asking if they are honest. 

Senator Monroney. Well, your letter to Service Fire got a con- 
siderable amount of money back. 

Mr. Jorpan. Well, you are assuming nothing would have been paid 
had I not written to them. What I was concerned with at that point 
was determining whether or not there was anything crooked abecut 
it. If I had found that there was, then whether they gave me money 
back or not, I would have revoked their license, because we caanot 
permit crooked people to do business in the District of Columbia. 

But the matter of paying back the refunds, it seemed to sme, was 
properly a matter to handle through the orderly processes of exam- 
ination, rather than for each of the 49 jurisdictions to send exam- 
iners into the same company, even assuming that I could. As I 
pointed out, we haven’t the manpower to do that. 

Senator Monronry. Do you have any further questions? 

Senator Parner. No. 

Senator Monronry. None of these refunds, as far as you know, in- 
clude interest on the overcharge ? 

Mr. Jorpan. As far as I know they do not. 

Senator Monroney. I don’t think they do. 
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And are now you satisfied that all refunds due to the District of 
Columbia policyholders have been made ? 

Mr. Jorpan. Sir, if I had to bet on the subject, I would bet that this 
company, now speaking of Service, has honestly tried to make these 
refunds, and I am saying that not because I know them well, because I 
do not, but I think they would be plain stupid to try to deceive me 
about what they have done. Because if they have lied to me—I have 
told them and [ will tell you and I will tell anybody, I will revoke 
their license. I don’t think they would take a chance on that. 

Senator Monronry. You don’t think it would help in securing more 
refunds to circularize the mailing list which must be available now, at 
least to the 1,281—under your own signature as insurance commis- 
sioner for the District of Columbia—to inquire ? 

Mr. Jorpan. Do you mean to write to the same people that they 
wrote to? 

Senator Monroney. That is right. The insurance commissioner of 
Massachusetts did it, and the returns went up about 3 to 1 on the 
followup letter. He doublechecked to be sure the list included all 
of the potential class II risks. 

Mr. Jorpan. As I remember his testimony, he uncovered a good 
deal of this by the examination of agencies there. 

Senator Monroney. Very little on agencies, the big refunds were on 
the circularizing of a large number of the class [1 policyholders. 

Mr. Jorpan. As I remember, he testified he went to several agencies 
and brokers there and he also went to New York City and examined 
American Plan and a couple of other organizations. 

Senator Monronry. And you are satisfied that the plan approving 
the proposal made to the Association of Insurance Commissioners in 
New York, adopted in December 1955, was the best plan to be used 
for these refunds; is that correct ? 

Mr. Jorpan. I don’t know that that—— 

Senator Monroney. You weren’t there? 

Mr. Jorpan. I was not at the convention. There was a time I at- 
tended regularly. I was a member of the executive committee at one 
time. In recent years we have had no money in our appropriation for 
that purpose. I think it is fair to say that if I had been a member of 
that committee, 1 probably would have signed that resolution. 

Senator Monroney. I see. I have no further questions. Do you, 
Mr. Busby ¢ 

Mr. Buspy. No. 

Senator Payne. No questions. 

Senator Monronry. Thank you, Mr. Jordan, for your appearance 
here. Thank you, Mr. Stout. You will be excused subject, perhaps, 
to recall. 

Mr. Jorpan. Do I understand that the chairman wishes further 
information ? 

Senator Monronry. Well, we would like very much to have you 
attempt to ascertain the ratio of class I and class II policies for the 
out-of-State companies who are licensed to do business in the District 
of Columbia for the years 1950 through 1955. 

Mr. Srovr. That is for the District of Columbia business? 

Senator Monroney. Yes. 

Mr. Jorpan. Are you speaking of all companies, or just for the 
companies named here? Of course, some companies write practically 
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none of this business. Some write none at all. Do you mean all of the 
companies, or just the ones mentioned here ? 

Senator Monronry. All of the members of the N. A. U. A. 

Mr. Jorpan. All right, sir. 

Senator Monronry. We don’t want to overburden your work with 
minutia, but we certainly would like to have those mentioned, and we 
do not wish to excuse anybody else whose ratio might show there was 
some degree of overcharge, but we do recognize the physical limita- 
tions in going into the hundred or two hundred. 

Mr. Jorpan. Sir, I don’t want to talk poverty, but I have in my 
office today only one person. We are so shorthanded, with sickness 
and one thing and another. 

Senator Monroney. I recognize the difficulties. Isn’t that one of 
the difficulties that all of the State insurance commissioners have in 
trying to enforce the matter with vast amounts of insurance, and rate 
structures, and very limited funds to conduct independent activities 
on their own to be sure the customers are not overcharged ? 

Mr. Jorpan. I think almost all of them, sir, are in a much better 
shape that we are in the matter of having examiners available for out- 
side work. Maybe we are better than they are in some other respects, 
but we do not and have not in recent years sent an examiner outside 
the District of Columbia. 

Senator Monroney. Thank you very much for your appearance 
here. We had hoped to get to Mr. Risque, of the Service Fire Insur- 
ance Co., the vice president, this morning. 

We would like, if it is suitable to him and agreeable, to hear him 
at 2 o’clock this afternoon nad give everyone a chance to have lunch, 

Is Mr. Risque here? 

Mr. Risqur. Yes; that would be agreeable. 

Senator Monroney. We want to get to you today. 

We will meet in G-16, that is the committee hearing room of the 
Interstate and Foreign Commerce Committee, at 2 0’ ‘clock. 

Thank you very much. 

The committee is recessed until 2. 

(Whereupon, at 12:40 p. m., a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


Senator Monronry. The Subcommittee on Automobile Marketing 
will resume its sitting. 

We have Mr. Risque with the Service Fire Insurance Co. with us. 
We apologize for not being able to reach you this morning. I hope 
you were not unduly inconvenienced. 

Mr. Risque. No, sir. 

Senator Monroney. We would like, if you are willing, to have you, 
as al] other witnesses have been, under oath. 

Tf you will state your name, please? 

Mr. Risqur. My name is J. Page Risque, vice president of Service 
Fire Insurance Co. 

Senator Monroney. Do you solemnly swear that the testimony you 
are about to give in this hearing will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Rrsqun. I do. 
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TESTIMONY OF J. PAGE RISQUE, VICE PRESIDENT OF SERVICE FIRE 
INSURANCE CO. 


Senator Mowroney. I believe you have a prepared statement. 

Mr. Rrsqur. Yes. I would like to say at the outset Mr. Chervenak, 
our president, has been seriously ill with a blood ailment and I ap- 
preciate the committee’s letting me testify in his stead. 

Senator Monronry. We were sorry to hear of his illness and we do 
not at any time wish to endanger anyone’s health by requiring them 
to be here when they are unable. TI am sure because of your close 
rel: ationship with Mr. Chervenak, and your long service with the com- 
pany in this matter, that you will be able to supply the information 
that the committee desires to have. 

Mr. Risqus. That is correct. I believe that I have been very close 
to this for the past year and a half and I think | am as familiar with 
it as anyone else. 

Senator MoNronry. You have a statement, so you can proceed in 
your own way. Perhaps you would like to complete your statement 
before questions are asked. 

Mr. Risque. Yes, sir: I would. 

Classification of collision insurance into different rating groups 
began on a limited basis in 1950. By the end of 1953, slightly more 
than half the States had adopted rating plans involving three classi- 
fications with significant differentials in rates, From the outset, Serv- 
ice Fire made provision to supply the necessary forms and information 
so that its risks would be rated in accordance with the approved rating 
plans. Nevertheless, hindsight showed that the initial rating pro- 
cedures, while believed to be sufficient, were in practice inadequate to 
assure fully accurate rating. 

When the matter of misclassification came to light through ex- 
amination of State insurance examiners, it had been assumed that only 
a few companies were involved in the problem. Subsequent examina- 
tion, however, revealed that misclassifications had been widespread in 
the insurance industry and were by no means confined to the companies 
first determined to have been involved. Correction of procedures, 
therefore, became an industry problem, not merely a problem for a 
small number of companies. 

Service Fire was the first of the companies affected by the problem 
to eliminate misclassification by requiring, beginning July 1, 1955, a 
rating statement in connection with every policy issued. Service Fire 
was also the first company to propose to State regulatory authorities 
a plan for making refunds to any policyholders ‘determined to have 
been misclassified. Payment of refunds under this plan was com- 
pleted almost a year ago. 

The classification of Service Fire collision policies has been accu- 
rate, and their distribution within the various rating classes consistent 
with industry averages, for almost 2 years now. State insurance de- 
partments have determined that the company has adhered to the re- 
vised rating procedures it established as of July 1, 1955, and that its 
policies are being properly classified and rated. An analysis of the 
distribution of the company’s current business, for example, shows 
that 67 percent of its business is in the class I category and 23 per- 
cent in class II. This compares favorably with a recent check of the 
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National Automobile Underwriters Association average distribution 
which we are advised is 67 percent in class I and 25 percent in class IT. 

Procedures to assure the accuracy of its collision classifications were 
established by the company after a study of the classifications of its 
risks by State insurance departments in routine examination brought 
to light that there was a higher incidence of business in class II than 
appe sared to be the case for the industry as a whole. 

These procedures required that a rating statement be submitted in 
connection with every policy issued even though such rating state- 
ments were not in all instances required under « existing rate regula- 
tory rules. This entailed considerable additional paperw work and time 
and extensive indoctrination of field forces. Subsequently, similar 
procedures were made a part of the industry’s standard regulations 
and were required by State insurance authorities. The revised Na- 
tional Automobile Underwriters Association rule, effective February 
1, 1956, requires all collision insurance carriers to have a rating state- 
ment for each and every policy. That rule reads as follows: 

Automobile-collision-insurance rating statement: Private passenger automo- 
biles owned by individuals must be furnished the company for all collision risks 
involving individually owned private passenger automobiles. These rating state- 
ments must be signed by the applicant or by the producer. 

Senator Monronrey. What do you mean “by the producer” ? 

Mr. Risque. He is the agent. Does that answer your question, 
Senator? 

Senator Monroney. Yes. 

Mr. Risque. Provision is also made in the revised NAUA rules for 
confirmation to the policyholder of the collision classification which 
he is in by an endorsement attached to his policy which states and 
defines the applicable classification. The new rule reads: 

Private passenger automobile collision classifications endorsement (rating in- 
formation) must be attached to all policies covering private passenger individual- 
ly owned collision risks. 

There is now no question as to the accuracy of Service Fire’s 
classifications. 

When collision classification plans were first adopted, the rules of 
the National Automobile Underwriters Association, promulgated to 
implement them, required that a rating statement be furnished only 
in connection with those policies that qualified for preferential rating 
(see the NAUA rules in appendix A attached hereto). When these 
rules went into effect, Service Fire rated all of its policies i in accord- 
ance therewith. If the information available to Service Fire indi- 

vated that the car purchaser was eligible for a preferential collision 

rate, his policy was so rated and an endorsement to that ee was 
attached to it. When no such information was available, it was as- 
sumed that the car purchaser did not qualify for preferential ratiiig. 
It was when State insurance department examiners brought to light 
the fact that there was misclassification of policies, despite compli- 
ance with the rating rules, that Service Fire became the first com- 
pany to initiate a voluntary proposal to the National Association of 
Insurance Commissioners for the making of refunds. This offer be- 
ame the basis for a resolution of the National Association of Insur- 
ance Commissioners on December 1, 1955, as the recommended pat- 
tern for the disposition of the problem in any State where it was 
felt it existed. The resolution is set forth in appendix B attached. 
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I believe, Mr. Monroney, that has been read and I don’t believe 
we would want to read it again. 

The refund program recommended by the National Association 
of Insurance Commissioners was implemented by the company in the 
various States as indicated to the subcommittee in the company’s 
written answer to the committee’s interrogatories. In its program, 
Service Fire offered to recheck the classification of any policyholder 
who indicated that he may have been misclassified and make the re- 
fund indicated. To expedite the determination of any refund due, 
the company mailed to policyholders letters soliciting accurate rating 
information that would enable the company to determine whether - 
the proper classification had been made. The program was of vast 
pee and involved considerable additional personnel and time. 

espite the magnitude of the task, it was carried out thoroughly and 
completed almost a year ago. 

It is significant to note that in the association report of examina- 
tion of Service Fire as of December 31, 1954 (which examination was 
made by examiners from New York, Florida, Pennsylvania and 
Texas Insurance Departments), a reserve of $1,385,000 was set up. 
The examiners, after a most careful study and investigation, con- 
sidered this reserve adequate to provide for the estimated total lia- 
bility of Service Fire. The experience of Service Fire in carrying 
out its refund policy has proved that the reserve as estimated by the 
insurance examiners was accurate and ample. 

(Appendixes A and B are as follows :) 


APPENDIX A 


PRIVATE PASSENGER AUTOMOBILE SECTION 
28A. PRIVATE PASSENGER AUTOMOBILE COLLISION CLASSIFICATIONS 
(See collision tables for class 1, 2, and 3 premiums) 


Class 1—Nonbusiness use—No operator under age 25: 

Private passenger automobiles owned by individuals, provided a statement 
is signed by the applicant or by the producer indicating that— 

(a) the use of the automobile is not required by or customarily involved 
in the duties of the applicant or any other person customarily operating 
the automobile, in his occupation, profession or business, except in going 
to and from his principal place of occupation, profession or business; and 

(b) there is no operator of the automobile under 25 years of age resident 
in the applicant’s household or employed as a chauffeur thereof. 

This classification applies to all private passenger automobiles owned by farm- 
ers or by clergymen unless they qualify for class 2 on the basis of age of 
operator. 

Exception—Farmers’ automobiles: Any private passenger automobile which 
qualifies for class 1 rates, owned by a person residing on a farm, provided the 
owner or any one who customarily operates such automobile is not engaged in 
any occupation other than farming, shall be rated at the applicable class 1 rate, 
less 20 percent. (Adjust to the nearest dollar, if 50 cents or over use the higher 
dollar.) Vehicles so rated shall be identified as class 1F. 

Private passenger automobile collision classifications endorsement (rating in- 
formation) must be attached to all policies covering private passenger collision 
risks qualifying under class 1 or class 1F. 

Class 2—Business and xonbusiness use—Operator under age 25: 

Private passenger automobiles owned by individuals whether or not used in 
the occupation, profession or business of the applicant or of any other person 
customarily operating the automobile, if there is any operator of the automobile 
under 25 years of age resident in the applicant’s household or employed as a 
chauffeur thereof. 
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Exception—Farmers’ automobiles—Any private passenger automobile which 
qualifies for class 2 rates, owned by a person residing on a farm, provided the 
owner or any one who customarily operates such automobile is not engaged in 
any occupation other than farming, shall be rated at the applicable class 2 rate, 
less 20 percent. (Adjust to the nearest dollar, if 50 cents or over use the higher 
doliar.) Vehicles so rated shall be identified as class 2F. 

Note.—For the purpose of rating under this rule, an individual under 25 
years of age on active military service with the Armed Forces of the United 
States of America, shall not be considered a resident of the applicant’s house- 
hold unless such an individual regularly operates the automobile. 

Nore 2.—If there are two or more private passenger automobiles (under same 
ownership) class 2 premiums shall apply to the number of highest rated auto- 
mobiles equal to the number of operators of such automobiles under 25 years of 
age resident in the owner’s household. 

Any other private passenger automobile (under the same ownership) shall 
be subject to premium charge dependent upon the use of such automobiles ex- 
cluding the application of the “age of operator” qualification. 

Private passenger automobile collision classifications endorsement (rating in- 
formation) must be attached to all policies covering private passenger collision 
risks qualifying under class 2F. 

Class 3—Business and nonbusiness use: 

(a) Individually owned—No operator under Age 25: Private passenger auto- 
mobiles owned by individuals, not subject to class 1 or class 2 rates, provided a 
statement is signed by the applicant or his producer indicating that there is no op- 
erator of the automobile under 25 years of age resident in the applicant’s 
household or employed as a chauffeur thereof. 

(b) Not individually owned—No age of operator qualification: All private 
passenger automobiles owned by corporations, copartnerships or by unincorpo- 
rated associations. 

Private passenger automobile collision classifications endorsement (rating 
information) must be attached to all policies covering individually owned pri- 
vate passenger collision risks qualifying under class 3. 


28B. ANTIQUE AUTOMOBILES “” 


An antique automobile is a motor vehicle of the private passenger type 
which is 25 or more years old. These vehicles are to be insured on stated amount 


basis only. $50 deductible applies to the coverage of fire, theft, comprehensive, 
and collision. 


Fire rate—$0.75 per $100 of insurance. 
Theft rate—$0.75 per $100 of insurance. 
Comprehensive rate— 
Territory A—A $1.85 per $100 of insurance 
Territory B-B $2.05 per $100 of insurance 
Territory B—-C $2.30 per $100 of insurance 
Territory C—D $2.85 per $100 of insurance 
Collision rate—$3 per $100 of insurance. 
The private passenger automobile collision classification rating plan, rule 
28a, cannot be applied in rating antique automobiles. 
For antique automobile endorsement—apply to company. 


28C. RULE FOR DETERMINING ACTUAL VALUE PREMIUMS FOR AUTOMOBILES WITH 
EXTRA EQUIPMENT 


The cost of extra equipment, such as air-conditioning units, two-way tele- 
phone and radio communication systems, shall be added to the FAP or FOB 
list price for the purpose of determining the symbol on page 2 of the symbol 
and identification section of this manual for actual value premiums applicable 
to the automobile. Such equipment shall be declared and described in the 
policy. This rule does not apply to ordinary accessories, such as heaters, radios, 
and similar equipment. 

(Issued by National Automobile Underwriters Association.) 
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APPENDIx B 
NAIC 


7. The following resolution affecting rating of insured financed automobiles was 
proposed and unanimously adopted: 

“Whereas it has come to the attention of this committee that some insurers 
engaging in the business of automobile physical damage insurance covering 
financed cars had, due to possible misclassification of some insureds, charged 
premiums in excess of the applicable rates ; and 

“Whereas this matter has been receiving the serious consideration of this 
committee, not only from the standpoint of fashioning measures to prevent any 
misclassification but also with a view toward effecting the return of the over- 
charges, if any; and 

“Whereas there exists a grave question of law in most States as to who may be 
entitled to the return of any such overpayment ; and 

“Whereas it appears that at least one of the insurers which may have misclassi- 
fied assureds has, effective as of July 1, 1955, installed new rating procedures on a 
nation-wide basis which were designed to and in all likelihood will prevent future 
errors in the classification of insureds; and 

“Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respect of all policies 
previously written which were in force on June 30, 1955, and on the basis thereof 
and without resolving the question of law involved, refunds of proved overpay- 
ments will be made to the insureds ; and 

“Whereas under the proposed settlement an insured will be entitled to a refund 
of overpayment by furnishing rating information on a prescribed form properly 
verified showing that there was an error in his classification ; and 

“Whereas the offer of settlement is made without prejudice to the legal rights 
or contentions of any parties concerned: Now, therefore, be it 

“Resolved, That it is the sense of this committee that such offer is fair and 
reasonable; and be it further 

“Resolved, That this committee recommend favorable consideration of such 
offer by the several States to which it may be made, unless the laws thereof 
otherwise provide ; and be it further 

“Resolved, That this committee recommend to the several States that such offer 
be the pattern for the disposition of all similar situations.” 


Senator Monroney. Now, you have, I believe, a supplemental state- 
ment which I believe you could read at this time. 

Mr. Risqur. Yes, Senator; we have. There wasn’t time—we are 
sorry—to provide this earlier. 

I would like to preface, if I might, this additional comment with 
the statement that we have no question as to the very commendable 
objectives of the Better Business Bureau, or the motives of the indi- 
viduals, but that certain statements that have been made in the testi- 
mony have been unfounded, and flat conclusions have been drawn 
without substantiation, and this, therefore, relates to those statements. 

In the testimony taken before this committee on March 18, 1957, 
represenatives of the Better Business Bureau made certain inaccu- 
rate statements concerning the problem of misclassification. We feel 
certain that the committee would be interested in correction of the 
misapprehensions created by these statements. 

1. The $25-million “guesstimate” : 

The origin of this figure is traceable to Examiner Whitesides, of 
the Texas Board of Insurance Examiners, who mentioned this amount 
when the problem of misclassification first arose. Examiner White- 
sides was one of the four examiners conducting the association exami- 
nation of Service Fire, and the Texas department that employed him 
was one of the States participating in this association examination. 
After a prolonged examination of Service Fire, conducted over a 
period of many months, Examiner Whitesides signed a report of 
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examination stating that a reserve of $1,385,000 was an ample reserve 
to cover the total liability of Service Fire for refunds on account of 
collision misclassification. 19H ‘ 

It was suggested that since $5 million had been refunded against 
Examiner Whitesides’ original estimate of $25 million, $20 million 
still remains to be refunded. Any suggestion that this alleged dis- 
crepancy has anything to do with Service Fire 1s erroneous. Under 
Service Fire’s refund program, approximately $1,400,000 has been 
refunded, and this is very close to the official appraisal of Service 
Fire’s liability as made by the examiners. 

2. The assertion of willfulness in misclassification : 

Any charge that Service Fire willfully misclassified policyholders 
is unfounded. On the contrary, Service Fire, from the inception of 
classification plans, prepared and distributed rating forms which 
would enable it to rate collision policies in accordance with existing 
rating rules. Service Fire made a conscientious effort and rated its 
collision policies in accordance with such rules. After these rules 
were shown to be inadequate, Service Fire voluntarily adopted the 
procedures which were later embodied in the revised rules of the 
rating association. 

3. The assertion that insurance companies had records showing the 
percentage of classifications State by State for the period 1951-55: 

Mr. Barnard testified that “any legitimate underwriter” would, and 
probably does, know, “as part of their daily business,” the percent- 
age of their classifications, State by State, for the years 1951 to 1955. 
We know of no insurers who have maintained such statistical records 
for the periods in question. Speaking for Service Fire, there are no 
such records for any period prior to July 1, 1955, as there was no 
business purpose to be served by maintaining such records. 

4. The asserted lack of good faith in carrying out the NAIC refund 
program: 

it was suggested that the refund program approved by the NAIC 


was incomplete and unsupervised, and that it was not carried out by 
the insurers in good faith. Service Fire, speaking for itself, denies 


that there is any merit to these charges. 

There was no attempt in this refund program to cut off claims on 
policies written before July 1, 1955. On the contrary, the program 
contemplated a refund to any policyholder who was shown to be 
entitled to a refund, irrespective of the date of his policy. To imple- 
ment the refund program and to facilitate the making of refunds, 
Service Fire undertook to audit the classification of every class II 
policy in effect on June 30, 1955 (except those cases which were affirma- 
timely shown to have been properly classified in class II). This was 
a practicable method of reaching the largest number of policyholders 
within a reasonable period of time. It embraced the audit of all 
3-year policies issued from and after June 30, 1952, and all 2-year 
policies issued from and after June 30, 1953, except those policies 
canceled before June 30, 1955. The policies included in the audit 
constituted the vast bulk of Service Fire business from June 30, 1953 
and a very substantial part of its business from June 30, 1952. 

It was also suggested that the NAIC program was a “whitewash” 
and had been adopted without serious consideration. In fact, the 
program had been studied by the insurance commissioners for many 
months before it was approved in December 1955. Indeed, the matter 


9 
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of circularizing policyholders whose policies were outstanding on 
July 1, 1955, was suggested by the commissioners themselves at a 
meeting in August 1955, as a practical, comprehensive, and expeditious 
means of denthing virtually all of the policyholders who might be 
entitled to refunds. 

5. The impression that only finance company affiliates have been 
involved in misclassification : 

It is untrue that only insurers affiliated with finance companies 
have been involved in misclassification. Examinations by several 
insurance departments have established that the problem is not con- 
fined to the companies named here or to companies affiliated with 
finance companies. The Commissioner of Banking and Insurance of 
New Jersey, for example, announced on January 29, 1957, that his 
department had found that about 50 companies doing business in 
that State had made premium overcharges. In a subsequent announce- 
ment, the commissioner identified in the group a number of national 
companies that have no finance company affiliation. Also a report 
issued by the New York State Department of Insurance, dated January 
24, 1957, states: 


* * * Since it was possible that misclassification was also taking place in 
companies other than those specializing in finance business, a spot check was 
made of the files of a multiple-line company. Here, too, we found that there was 
serious misclassification resulting in a disproportionate assignment to class 2 
risks, the highest rated class. 

As a result, the department in July of 1956 directed the 425 companies author- 
ized to write automobile collision insurance in this State to submit complete re- 
ports on their collision business in connection with financed automobile sales. 
These reports revealed further evidence of widespread misclassification, and the 
companies involved were directed to initiate refund programs. The department 
is presently engaged in auditing companies’ refund programs, to make certain 
that they are being carried out in a satisfactory manner. 

Senator Monroney. Thank you very much, Mr. Risque. 

I believe there was more of the release of the New York State In- 
surance Department that you have not included. 

Mr. Risque. That is correct. 

Senator Monronry. Did it contain the names of these companies 
that had misclassified ? , 

Mr. Risqur. No; it did not. The report to which I have adverted 
did not mention names. 

Senator Monroney. Did the report which you mentioned of t 
State commissioner of insurance and banking of New Jerse “V sueniien 
names ? 

Mr. Risqur. It mentioned about 16, and it did not disclose the names 
of several of the companies. It mentioned about 14. 

Senator Monroney. Fourteen which engaged in larger amounts? 

Mr. Risque. Yes. 

Senator Monronry. The others were determined to be minute, or 
larger, or what? 

Mr. "Risqu x. I was referring to a public announcement of that de- 
partment. I have no privity here. 

Senator Monroney. You don’t have that here. 

Mr. Risque. I gave that to Mr. Bu sby on a previous occasion. I am 
not sure it was the exact clipping in mind, but there was a pane 
clipping, and then there was a subsequent clipping, and there was 
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evidence, if the committee would like it. 
provide it. 





If I don’t have it, I can 


This was announced in the press. 

Senator Monronry. We will try to find it and put it in the record 
later. 

I want the witness and the hearing to distinctly understand that we 
are not trying to shield or withhold publicity on any company that 
has been guilty of misclassification. 

(The material referred to is as follows :) 


Surety FirMs ReFuNpD AUTO OVERCHARGES 
























TRENTON, February 15-——Charles R. Howell, State commissioner of banking and 
insurance, today reported over $600,000 has been refunded by insurance com- 
panies to New Jersey policyholders for overcharges on premiums for automobile 
collision insurance in connection with time-payment purchases of new and used 
automobiles. 

The overcharges resulted from widespread misclassification of risks by com- 
panies, agents, and auto dealers, resulting in large numbers of auto purchasers 
being charged the highest rate, applicable only to owners having drivers under 
25 years of age. 

Howell declared in a statement the burden of the blame should be charged 
in most cases to insurance companies, agencies, auto dealer agents, and finance 
companies. 

20,000 GET REFUNDS 





A report turned into Commissioner Howell’s office by Field Examiner Herman 
W. Hanssler showed that approximately 20,000 persons insured received re- 
funds totaling $600,084.94 as of last December 31. Tle average refund was $29. 

“A number of companies did not in our opinion do a satisfactory job in the 
kind of letters sent to higher classified policyholders to get a sufficient number 
of returns used in correcting misclassifications,” said Commissioner Howell. 

“Many of these will be ordered to recanvass those policyholders from whom 
replies were not received. The inquiry is still continuing and 16 companies have 
only recently started the canvass of policyholders under our direction. It is 
possible for the recoveries to reach a considerably higher total when it is fully 
completed.” 


COMPANIES LISTED 





Following are the companies which made the greater number of the refunds 
and the total amounts: 

Calvert Fire Insurance Co., 4,582 refunds, $143,196.54; Service Fire Insurance 
Co., 3,207, $101,724: Industrial Insurance Company of New Jersey, 2,375, $68,- 
139.79; Mount Beacon Insurance Co., 1,678, $50,269.85; Stuyvesant Insurance 
Co., 1,160, $43,706.97 ; Phoenix Insurance Company of Hartford (1 agency only), 
1,474, $43,464.28 ; Interstate Insurance Company of New Jersey, 1,410, $39,783.84 ; 


Continental Insurance Co., 1,425, $37,697.18: Resolute Insurance Co., 1,177, $27,- 
583.31: Chesapeake Insurance Co., 584, $14,332.89; Emmeo Insurance Co., 982, 
$14,280.61; Fire & Casualty Insurance Company of Connecticut, 229, $7,642.69; 
American Fidelity & Casualty Insurance Co., 160, $6,623.06: miscellaneous com- 
panies, 81, $1,649,93. 
















Mr. Rtsovr. [ understand that, Senator. 

Senator Monroney. The only thing is that the nationwide aspect 
of these companies that have been mentioned more frequently, be- 
cause of the large volume of business and their connections in almost 
every State, makes the matter of more national interest than the com- 
panies that operate in only a few States. As these names come 
out [ will assure the witness that we are not going to withhold any 
information. 

Mr. Risque. Might I suggest, Senator Monroney, that I might be 
of assistance to the committee in enlightening the committee on the 
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background of this class I and class IIT program that hasn’t come out 
yet. 

Senator Monroney. We will be glad for you to amplify anything 
that you care to. 

Mr. Risque. I have looked at this statement of Mr. Barnard, the 
first witness, and we don’t make any comment as to the motives or the 
objectives of the Better Business Bureau. It is a very upstanding 
organization. They have done a yeoman service to the country, but 
I do think that many of the statements made have been without 
foundation. 

I would like to just go over very quickly some of the points in addi- 
tion to those that I have made that occurred to me here today in the 
formal statement made on Monday. 

The first one is that the definition of class I and class II is not en- 
tirely complete. The classification plan that originated in the com- 
panies that belong to the NAUA was essentially a competitive plan. 
There is intense competition in the automobile insurance field. The 
members of the NAUA for some time, apparently—I believe there is 
ample evidence to substantiate this—were plagued with competitive 
problems. They needed something to compete with the specialty 
companies that had been taking a lot of their business. 

There also was a public clamor for some distinction between one 
risk and another risk, everybody being in the same category gave them 
a competitive disadvantage. 

Back in 1950 a plan was evolved which said in effect that those 
people who could qualify for preferential rates by showing that they 
had no drivers under 25 and no business use of the car would get a 
10-percent differential. The result of that plan, which was in effect 
in most of the States until 1953, was that you were class IT, at a stand- 
ard rate, unless you could affirmatively show by a producer or the 
assured completing a signed application and submitting it, that you 
were entitled to the preferential rate. 

So the testimony given to the committee on Monday indicating a 
penalty nature in ‘class IT was not entirely correct. Class II was a 
standard rate. The differential in favor of the insured was that if 
he could qualify he got a discount of 10 percent. That was entirely 
a competitive matter. It was not a penalty rate. Class II was stand- 
ard. Class I was the preferential rate. 

The competitive situation apparently developed even more so, so 
that by 1953 there was need for even more amplification and more 
subdivision into three classes. Practically all of the States—correc- 
tion: I believe the record is that about 27, the record will show 27 or 
28—I am not sure of the exact number—in the end of 1953 had class 
IIT plans. The class III plan was an enlargement of the class IT 
plan. Here you had class I that was the same as heretofore, class II 
which was 115 percent of manual, and then a class III which is the 
new classification. 

But what impressed me in the testimony Monday was I gathered 
that the witness did not quite understand the very essence of the 
classification. This was essentially a competitive device. 

Senator Monroney. Could I interrupt there? 

Mr. Risque. Surely. 

Senator Monronry. You mention in your earlier statement that 
you and the other companies understood that unless they could prove 
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by affirmative information that they belonged in class I that they 
therefore belonged in class IT; isn’t that the gist of your statement ? 

Mr. Risque. That is the gist of the statement. 

The appendix on here, Senator, shows the plan. It was the same 
for 2 classes, but I have shown the 8-class plan because that was the 
more significant difference. 

Senator Monronry. Well, now, show us or read that section in this 
appendix that you feel exempted 4 your company from any responsi- 
bility whatsoever unless the affirmative exemption was proven to give 
the insured the advantage of the lower rate / 

Mr. Risque. Appendix A shows the three-class plan which became 
effective largely at the end of 1953 for 27 States, and about 11 more 
in the beginning of 1954. 

Under class I, the statement is made 

Senator Monroney. You don’t need to read it all. Read the part 
that applies to the fact that they are going to automatically be in 
class II if they can’t prove otherwise. 

Mr. Risque. All right. Class I and class III were the preferential 
classes. They were the lower rates. Class II was the higher rate. 

Class I says, “Private passenger automcebiles owned by ‘individuals 
provided a statement is signed by the applicant or by the producer 
indicating that”—and then it states the essentials that qualify for 
that classification. 

Class III has an identical statement. Class II has no such state- 
ment. 

This reflected and continued the two-classification plan which had 
preceded it. This was in the nature of a preferential rate to be ac- 
corded to those people who could affirmatively show that they quali- 
fied for those plans. 

Senator Monroney. Now, you were writing on the same NAUA 
tables that all other companies were writing on, weren’t you? 

Mr. Risque. That all members of the NAUA were writing on. 

Senator Monroney. General Motors Acceptance Corp., what is 
theirs ? 

Mr. Busey. Motors insurance. 

Senator Monroney. They were writing just about as many policies 
as you were, weren’t they? 

Mr. Risque. They were writing probably 3 or 4 times as many. 

Senator Monroney. So far in our studies, and from our te: stimony, 
and what we have been able to gather, they were not giving the same 
interpretation. They were not apparently classifying everybody 
unless proven otherwise as class II rate. 

Mr. Risque. I don’t have any information here as a witness of 
what their classifications were. 

Senator Monroney. Well, if everyone was classifying everything 
unless proven otherwise by affirmative evidence, then every -ybody Ww ould 
have been on the same ratio as your company and a few others; is 
that not correct ? 

Mr. Risque. No, I would say that General Motors is an anomaly 
by itself. 

Senator Monroney. But General Motors and all of the other stock 
companies, excepting some 15 or 16 which we have reported here— 
I think 13—in New Jersey and other places, all apparently are not 
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at least guilty of the degree of misclassification to which your com- 
pany has admitted, and which some of these other companies have 
admitted. 

So you seem to be the few who took the liberty of writing into this an 
interpretation that said you weren’t concerned with giving class I 
or class III rates, or finding out whether they deserved them or not, 
because of this provision submitted by the National Automobile Un- 
derwriters Association. 

Mr. Risque. Well, might I answer that, Senator, by saying that 
the reason we seem to be named there is, first, General Motors is 
different from our organization for reasons I can give you. They 
manufacture, sell, and finance automobiles in a manner I don’t wish 
to criticize. They do a good service to the public, but it is an enviable 
situation. We are not in that business. They are not competitive 
with any of the other finance companies, or our type of specialty 
situation. They cater to and service only dealers and customers of 
General Motors. That is distinctly different. 

As far as the other companies concerned 

Senator Monronry. Well, I don’t think that has a thing to do 
with it, how you interpret a rate table. In other words, they may 
be prosperous, they may be associated with a big company, but tne 
interpretation, certainly if they had arrived at the same interpreta- 
tion that your company did, then they wouldn’t be giving away as 
much profit on a lower rate. 

Mr. Risque. Well, it comes, Senator, I think, to a matter of policing 
in connection with the dealer body. Our source of business is the 
dealer. 

Senator Monroney. In other words, your company deliberately de- 
termined that everybody had to have the higher rate unless they could 
prove by affirmative provisions that they were entitled to the lower 
rate; is that right? 

Mr. Risque. We read the rules in that way. 

Senator Monronry. And this was an official action, it was not an 
oversight that led to these misclassifications ? 

Mr. Risqur. Well, when you say it was an oversight, we didn’t 
intend to misclassify people. We read the rules as I have indicated 
here, that if there were not an affirmative indication that a person 
qualified, we would be guilty of rebating if we rated anybody in a 
preferential class who did not sign a form, that is what the rule says. 

Senator Monronry. In other words, if there have been overcharges, 
as is now admitted by the company by its refunds and by its proposals, 
then it was not by the accidental process of not hay ing the affirmative 
information, but by a general company policy that read the rate 
scale as not requiring, and that anyone that didn’t prove otherwise 
would have to pay a higher rate? 

Mr. Riseve. He was charged the higher rate because that is what 
the rule provided for. The inadequacy of the rule is shown by the 
fact that after February 1, 1956, it was amended and no question 
has existed after this date. 

Senator Monroney. That was after all of the misclassifications by 
your company, and others, came to light? : 

Mr. Risqvr. That is correct. . 

Senator Monroney. And it proved the deficiencies in the thing. 
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But I cannot read into this matter anything that says that you 
should not determine in any of these classes whether they were to be 
charged the higher or the lower rate by requiring affirmative infor- 
mation or automatically classifying everybody at the higher rate. 

Mr. Risque. I think that is a very good question. Might I enlarge 
on that? 

Senator Monroney. I wish you would. 

Mr. Risqur. We as a company have necessarily accommodated a 
finance company that is instrumental in writing perhaps the largest 
volume of independent business. As such, if we were as selective as 

many multiple-line companies in taking this risk, and not that risk, 
we would not be an accommodation to the installment finance busi- 
ness. 

As such, we have written business pretty much in the basket. We 
do not check and investigate and determine the underwriting qualifi- 
cations of this risk and that. We take the entire business and try to 
write it and try to accommodate that company to the greatest extent 
possible. 
~ If we were as specialty companies are, and multiple-line companies 
are, to check on every risk, it would probably be a different situation, 
but it has been proved in the automobile finance business that you have 
to accommodate the business. Our own company was purchased, and 
I believe the Motor Affiliates, and other companies you have men- 
tioned in your testimony here, were developed because the average 
insurance company would not write this kind of business, and today 
it is the kiss of death to most agents to certify a loss payable clause 
in favor of some finance company. 

The average multiple-line company cannot write it profitably. You 
will get that answer from many sources. 

So these specialty companies were developed to write that line of 
business. In writing that line of business there has not been possible 
the degree of selectivity that exists in many other companies. In other 
words, we have not been able as an operating problem to check each 
and every risk to the same extent, and with the s: ame selectivity, that 
the mass of companies have done. To do so would have been to in 
effect destroy the purpose of our existence. Our existence is not to 
be of benefit to the finance company as a matter of profit, but to accom- 
modate this vast volume of business that has no other market. 

We only came into existence, as I have indicated, because there is 
not a market for the insurance. If Motors, FGIC, if Service Fire, 
and Emmco, and Calvert did not exist, a large percentage of this busi- 
ness. the bulk of it, would not have a market. 

Senator Monroney. Well, you are existing today and doing pretty 
well, and getting honest classifications on the basis of affirmative evi- 
dence. You helped to clean it up. You have put in the reporting 
form, so the fact that you are now doing it doesn’t preclude or m: ake 
it unprofitable to have done the same thing before when all this mis- 
classification occurred. 

Mr. Risqur. It was not a question of profit, originally, Senator; it 
was a question, we believe, of interpreting the rule fair] ly in accord- 
ance with our type of business. It is not related to profit. Our 
profit figure right now is very poor. We are running a terrific loss 

ratio, as many other companies are. 
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Senator Monronry. But doesn’t the fact that you did at least in- 
terpret this rate schedule as allowing you in the ultimate net result 
to charge the higher rate on a great number of your policies—didn’t 
it allow you during those years to give you a very satisfactory profit 
figure ? 

I am looking at the Library of Congress figures for net income be- 
fore taxes, and in 1950, which was the first year that the lower rate 
was applicable—I mean really late 1950—your profit figure was $12,- 
642,000. 

Mr. Risqusr. Before taxes. 

Senator Monronry. About half of that would be the after-tax 
figure. 

In 1951 it was $12,825,000. In 1952 it was $14,933,000. In 1953 
it was $12,111,000. Then when the 30 percent differential came in, 
in the year 1954, your profits doubled. In 1954, before taxes, they 
were $23,313,000. In 1955 they were $18,427,000. 

Now, certainly the interpretation of the rate chart for those years 
indicates that the company didn’t do badly by determining that it 
was proper, according to the rate chart, to charge the bulk of their 
policies out at the higher rate. 

Mr. Risque. Well, I can’t question the figures of the Library of 
Congress, Senator. 

Senator Monroney. Well, if you have your own figures we want 
them in here at this time. 

Mr. Risque. No, I don’t have different figures. 

Senator Monroney. Would you say that these were wrong? 

Mr. Risqus. No, no, I wouldn’t question them. They are probably 
correct. 

I would wonder, personally, if there were a different treatment of 
classification even at that time if the figures still wouldn’t have been 
very satisfactory. 

Senator Monroney. That I do not know. But certainly it didn’t 
hurt your figures to be charging 30 percent more for the bulk of your 
policies, for those that were actually entitled to the class I, which on 
the national figures which you, yourself, quote should be in the neigh- 
borhood of about sixty-some-odd percent. 

Mr. Risqur. That is as of now. I believe as of 1954 the national 
averages were 62 percent. 

Senator Monroney. Give us your national averages for the years 
1950 to 1955. 

Mr. Risqur. We do not have them. 

Senator Monroney. Now, how does it happen that those are unob- 
tainable ? 

Mr. Risqur. Well, it never served a purpose, as I have indicated 
to your committee, to develop those figures, and I don’t know of any 
companies that would have had them. 

Senator Monroney. Who would have developed those figures? 
That was was the National Automobile Underwriters Association, 
wasn’t it ? 

Mr. Risqur. They developed those figures on a national average. 

Senator Monroney. Don’t they also for the States, for the com- 
panies / 

Mr. Risqur. Not that I know. I don’t know. I don’t believe so. 
It would serve no purpose to just develop statistics as to what aver- 
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ages are because in the first place our business is a little bit different 
from the national average. We write a higher percentage of young 
drivers, of people who might use their cars for business, than the aver- 
age company does. 

Senator Monroney. Well, now, your present figures that you give 
us in your statement don’t appear to be above the national average at 
all. You say now since you have had this clean-up on the rating base 
that your figures are just about parallel, I think. 

Mr. Risque. We would suggest that not only our own company but 
the national average is being taken by a very large percentage of peo- 
le in a rating plan which ‘permits for no penalty for misstatement, 
but affords a possibility of discount. 

Might I suggest if the Internal Revenue Department permitted in- 
come taxes to be paid on the basis of no penalty for misstatement, 
but if you made a misstatement you might gain some advantage, that 
the return would be much, much smaller than it is now. 

That is essentially the rating plan. There is no penalty if an as- 
sured misstates any facts. His policy is not in jeopardy, his loss pay- 
ments are not. 

Senator Monroney. Well, now, I am not so sure about that. At 
least I have always been under the impression that if I insure my car 
against property damage, or anything else, and say that I have no 
drivers under 25, but if my son under 25 happens to smash up my car, 
[ am goin » to have a pretty hard time collecting on that policy. 

Mr. PR: . oz. That is not so, Senator. 

Sen: Mowroney. It is not so? 

Mr. !: yous. It is not so. 

Senato: Monroney. All of the agents I have ever written with are 
so advised. 

Mr. Risque. That is contrary to the law, and contrary to the rating 
plan. It was decided some time ago at the inception of these plans 
that misstatement would not be a ground, and that is also the indica- 
tion of the courts. Some independent writers have attempted to deny 
on the basis of misstatement, and have been uniformly denied in the 
courts. 

Senator Monroney. Going back to this NAUA figure that has a 
national average, how are they going to get that national average 
without first having the company figures ? 

Mr. Risqur. Well, now, they have the company figures but they 
produce them on a national average in order to make rates. All of 
this information is available. 

Senator Monroney. Can this committee get it, by companies, by 
States? We have been after it and after it and after it, and we 
think it will clarify a whole lot of this problem, and demonstrate, 
among other things, the good intent of all these companies that are 
being suspect, at least of having written a great many—a dispropor- 
tionate percentage of policies at the higher rates 

Mr. Risque. I can certainly understand your ‘position, Senator. 

Senator Monroney. That is the blind spot in this whole study. 
Now, if your good company could come up with those figures, going 
through all of the States as to the years 1950-56, and now you have 
reached the national average, or maybe better it a little bit, it would 
simplify this whole thing, and put it just down to where the public 
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and the committee, the companies, the policyholders, could all know 
just where they stand. 

Now, why can’t we get that ? 

Mr. Rrsqur. You can get it if you would wait about 6 months and 
want us to spend about $35,000 or $40,000 to develop it. It is a colos- 
sal job. t 

Senator Monronry. Would it cost that to develop it in your own 
company ¢ 

Mr. Risque. From my investigation it would, and that is what I 
have been told it would. I told Mr. Busby that this information was 
not secreted, it just wasn’t developed as a part of our normal business, 
and I don’t believe any company has. 

Senator Monroney. I believe it was on your company that these 
figures were available from Southwest that we were reading this 
morning, where apparently—NAUA, on these States that I read this 
morning—where in class II Oklahoma had 98.3 percent classified in 
the higher risk; New Mexico, 88.8 percent, and New York, 89 percent, 
whatever the basis of those figures were should be obtainable by this 
committee from some place. 

Mr. Risque. Well, those figures are completely foreign to my know!]- 
edge. I don’t know where they got them, or what the source is. I 
don’t know whether they are accurate or not. They are news to me. 

Now, we did run figures from the examiners who came into our office 
and made a conventional examination in April of 1955. A tab run 
was made that you have knowledge of that showed 2 proportion of 
classification for one State, April 1955. 

Senator Monronry. What State was that? 

Mr. Risqur. That was all States, as of April 1955. 

Senator Monroney. Do you have that? 

Mr. Risqur. Well, that has been indicated to the committee, I be- 
lieve. Yes;Ihavethat figure. That was one State. 

Senator Payne. Mr. Chairman, may I ask a question ? 

Senator Monroney. Yes. 

Senator Payne. I am just interested, how do you maintain your 
records up there, do you maintain your records on IBM ? 

Mr. Risque. Yes, sir; we do. 

Senator Paynr. How is your card punched ? 

Mr. Risqur. Well, we punch information for our own purposes and 
for the purposes of NAUA of which we are a member. 

Senator Payne. Do you place the name of the individual policy- 
holder ? 

Mr. Risque. No, sir; the policy number. 

Senator Payne. Don’t you code the card so that the card refers to 
a State? 

Mr. Risque. Yes. 

Senator Payne. Do you code the card as to the class in which the 
insurance is covered ? 

Mr. Risque. It isso coded. 

Senator Payne. Isn’t it possible to take those TBM ecards and run 
them through a collator and printer very fast and get them State 
by State? 

Mr. Risque. Everything is correct vou have said except fast, it is a 
monumental job. between your talking about 1950 to 1956. It is 
about a 6 months’ job. 
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Senator Payne. How many cards do you have? 

Mr. Risquz. About a million a year. 

Senator Payne. And you say it would take how long? 

Mr. Risqur. About 6 months. 

Senator Payne. I would like to furnish a fellow for you that will 
run them off a lot faster than that. 

Mr. Risque. Well, that may be. I am nota statistician. 

Senator Payne. Do you have an actuary employed in the company? 

Mr. Risqur. Not with that title. We have able statisticians, but 
they are not called actuaries. 

Senator Payne. You don’t employ actuaries? Actuaries is a life 
term—but various statisticians to assure you that the rates you are 
charging are meeting the experience you are running up against? 

Mr. Risque. We don’t have such people. You see, in the outset of 
these plans no percentage was ever promulgated by the NAUA, or other 
groups, to say that all members should have this percentage. The 

ercentages have been in doubt. It has been an arbitrary thing in the 

eginning, a competitive situation, and we did not receive percentages 
showing that this is what you should have, and thereby be aware that 
we should have that kind of classification. 

Senator Payne. Well, now, do you ever in the course of business— 
and I am just asking this for information—do you ever in the course 
of business, for instance, in compiling the losses that are occasioned 
against the risks, break that down as to determine what percentage 
of losses are occasioned against the premiums of class I and class IT 
and class IIT? 

Mr. Risque. No, sir; it would have served no advantage, because 
we are bound to follow the NAUA rules which specify I, TL, or ITT, 
depending on the plan in existence at the particular State level. 

Guiding Payne. Now, does NAUA compile that information? 

Mr. Risqun. All I know is that NAUA determines the basis of the 
rates they file in the various States. 

Senator Payne. But don’t they have to compile the information 
from the companies so as to collate it and come up with a figure 
that results in the end factor that you have got to have, that is a 
safety factor based upon the rate in the particular class? 

Mr. Risqur. All I can say, and I don’t have a perfect knowledge 
of what NAUA does, but they would obviously determine statistically 
what rate is necessary in, let us say, Maine or New Hampshire, to 
provide the companies with an adequate but not excessive rate. They 
would, therefore, compile generally the statistics of premiums and 
losses to develop whether there has been adequate rate and thereby 
either file an increase or decrease. 

In many cases it was a decrease because these companies that are 
members of that association are competitive with many other com- 
panies, mutuals, reciprocals, and so forth, and they have to be com- 
petitive. So they would develop information on an average. 

Senator Parner. So it is done on a national level, that is by the 
national organization ? 

Mr. Risque. That is correct. 

Senator Parnr. And not by the companies, themselves? 

Mr. Risqur. The companies do not do it. They have no occasion 
to do it, and by belonging to NAUA they make NAUA their statistical 
agent. There was no need for us to obtain the individual statistics 
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because we used their rates. We would have probably come out on the 
same basis. 

Senator Payne. You are like the old country grocer that takes 
money into one pocket and pays it out of the other, and at the end he 
either has a profit or has gone into the hole. 

Mr. Risque. It is pr ety much like that. We would rather not 
rely on our own results which could be misleading, up one year and 
down another. There is safety in numbers, and in belonging to a 
statistical organization we have the benefit of the aggregate number 
in producing statistics. 

Senator Payne. Have you run any IBM statistics on this? 

Mr. Risquz. Since 1955 when this became a problem we have devel- 
oped statistics for each State, yes; we have done so. 

Senator Paynr. Thank you. 

Senator Monroney. That was after the record was corrected and 
after you took steps, and wisely so, to verify what category of risks 
the insured belongs in, so those figures do not show, do they, the degree 
of misclassific: tion that existed that brought this ‘whole thing about? 

Mr. Risque. Well, they do not, Senator, I might say, even if figures 
were available showing you what the percentage of distribution was 
in the years 1950 to 1955 you would not, per se, have any demonstra- 
tion of what misclassification was. E ssentially, misclassification. is 
established by whether the rate charged agrees with a rating form 
which supports the risk. ; 

Senator Monronry. But you are one of the few companies that 
interpret that rating form that way and you have paid out about $2 
million plus for refunds based on the fact that that was wrong. 

Now you come back and defend your higher rating as that was what 
the rating form provided. 

Now, people just don’t give away that much money if they are right 
in the first place. 

Mr. Risqur. W ell, it is a question of equitable practice. We think 
on the rating plan, Senator, that our action was not wrong. We think 
in the matter of equity we were wrong, and in the matter -of equity we 
are glad to make restitution because we don’t feel if people were mis- 
classified, and were entitled to a lower rate, that we should sit there 
and say, well, the rating plan was correct, and we are just sorry. 

Senator Monroney. Ye ou are telling us it was correct? 

Mr. Risque. We are saying it was correct technically ; yes, sir. 

Senator Monroney. And yet you have gone ahead and made these 
refunds, and I think wisely so. You have instituted reforms. 

Mr. Risqur. Yes, sir. 

Senator Monronry. And you are to be congratulated on that, in 
the forms that you require to be signed so everybody knows what 
category he falis in. 

But to come b: ac ‘k and defend what you have done by saying this was 

what the rating form said when most of the other companies didn’t 
think it said that, and then to not be willing to go the last mile to 
show what the degree of misclassification was I think is withholding 
information that the public and that this committee, and that the 
insured should have. 

Now, if you can make, as you have on your current business, which 
you state in your statement on page 2, analysis of distribution of the 
company’s current business, for example, shows that 67 percent of 
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its business is in class I category, and 23 percent in class II. Now, if 
you could make that as of now—is that what it shows currently ? 

Mr. Risqur. That is as of about January. 

Senator Monronry. And I think you made one after you corrected 
it in 1955, in April. 

Mr. Risqur. Well, that was before correction, Senator, April 1955. 

Senator Monroney. A lot of it had been corrected by then because 
this thing bounded out of the buggy down in Texas a good deal earlier 
than that. 

Mr. Risque. The new procedures were effective July 1, 1955. The 
tab run was before the corrective procedures. That was run before 
these guaranteed procedures went into effect. 

Senator Monronry. But it does not disclose the incidence of the 
ratios that led to the southwestern commissioners to really get ex- 
orcised about ine degree of overcharging that was going on, your 
tab run, of 1955 

Mr. Risque. ao April tab run was made by examiners from the 
four States examining ourcompany. It does not go into prior periods 
because we could see no purpose that would be served by develop- 
ing——— 

Senator Monroney. If you overcharged during those prior periods 
isn’t it a matter of a moral right that these people be given back the 
money that they were overcharged ? 

Mr. Risqur. Well, you see, the overcharge is a question of fact. 
You have a plan again which permits an insured or an application or 
a producer to sign a form saying in effect this man has no children 
under 25. here is no check of that in many companies. 

Senator Monronry. You do that today. It is your whole pattern 
today. 

Mr. Risqur. We do it today, and we feel and many other companies 
feel that there is a high incidence against the company as is evidenced 
by the experience of practically every company ¢ doing business in ever y 
State today, it is very bad, it is seriously bad, and the people in class I, 
we think, are far too numerous as against what should be, and we are 
checking that now. We are getting reports, and we find evidence that 
a lot of them who claim class I are not class I. 

Senator Monroney. So you are going to keep class I and class IL 
from here on? 

Mr. Risqur. Weare going to do, an accurate job and complying with 
the rating rules as we have tried to do ever since we have been in 
business. 

Senator Monroney. That is not my question. Previously you saw 
no business need for the separation of these two categories. Now, 
with the fear that there are too many people classified in class I, the 
preferential risk, you are going to keep these business ratings and make 
these tab runs; is that correct ? 

Mr. RIsqvue. That is not the reason, Senator. The reason is the 
gravity of the situation, the criticism which has been leveled against 
the company has resulted in naturally a concern for being right. It 
is not just the fact that the preponderance of classification may go 
against us as they are many companies. When you get into a situa- 
tion of our kind you don’t just ignore it, and shrug it off. When you 
are a national company, a large company, you want to do the job 
right. That is the reason why we are compiling figures. 
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Senator Monroney. But you are not compiling the figures for 1954 
and 1953, and the prior years, when this thing was taking place, and 
if you have those cards, which you can do currently, why can’t you do 
it for the year 1954? You said it took 6 months. Maybe you could 
only take 1 year, 1954, and come up with a half month’s job. 

Mr. Risque. This entire situation we believe in our company, and 
others, has not been surreptitious. It has been aboveboard. Policies 
have been written at the rates shown on them. It hasn’t been con- 
cealed. In the competitive field of insurance agents pick up policies 
and want to examine them. We have never had complaints from the 
better business bureau, or other groups. I told the commissioner, and 
I told Mr. Busby in answering interrogatories, that if you really 
wanted us to develop this information, spend time and money, we 
could do it, we have never refused anybody, but it would serve no 
purpose because to determine whether Mr. A has been misclassified the 
percentages don’t indicate that, you have to send him a letter; you have 
to check. 

Senator Monroney. But with all due regard, if you were showing 
up with 90 percent in class IT against the national average of 25 per- 
cent in class II, you would be on notice immediately that maybe some- 
thing was wrong with your system, or that you were doing something 
differently from the other insurance companies, wouldn’t it? 

Mr. Risque. Yes, sir. We have been on such notice. We know 
that. That has been determined. 

Senator Monroney. You have now, since this thing broke down 
in Texas? 

Mr. Risque. That is correct. 

Senator Monroney. But up to that good time and under oath there 
were no statistical data in your company that would indicate the 
degree and percentages of class I versus class II on hand in any of 
your company offices for the years 1950 until April 1955? 

Mr. Risqur. That is correct. I can state that unequivocally. There 
has not been any development of any such information at any time. 
It would serve no purpose. I know it is hard to understand because 
this is a complex suthien, but when you belong to a rating organiza- 
tion that develops rates, it would serve no purpose to check whether 
there is this percentage in this class or that percentage in that class, 
because there had not been promulgated, Senator, any indication by 
the rating organization, or any other national bodies, that this is what 
you are supposed to have. 

The rating plan was developed essentially as a competitive weapon, 
and no indications were given to the companies that, look, gentlemen, 
this is what you are supposed to be doing. 

Senator Monroney. But doesn’t the NAUA have these figures from 
1950 through 1956, nationwide, and I presume companywide ? 

Mr. Risque. Well, I assume they have. 

Senator Monronry. Don’t they have to get that from you? 

Mr. Risquz. They get that from us, and all other companies, but 
they are merged by them, I believe, into just a general average. 

Senator Monroney. But if they get that information from you do 
they get it through the physical puncheards and run them through 
their own machines? 

Mr. Risaqur. Yes. 
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Senator Monroney. Or do you run them through your machines 
and give them the figure ? 

Mr. Risquz. It could have been either way, but the fact is they 
were given to them in puncheards. We had no occasion to run them. 

Senator Monroney. You have no occasion to run them ? 

Mr. Risque. We had no occasion to run them. They would have 
served no purpose at that time. Since July 1955 when we were in 
trouble and publicity has been adverse, we were concerned, and we 
wanted to see we were correct now, or at least consistent. 

In being consistent you are not necessarily correct, but you are con- 
sistent and above industry, as far as the “industry goes. The fact 
is many people have been receiving credits to w hich they were not 
entitled, and that is not a popular cause. We have been consistent 
with industry since July 1955. 

Senator Monronry. There is no place in your entire business that 
you know of where these figures would be obtainable for the years 
1950 to 1954? 

Mr. Risque. No, sir; that isn’t correct. There has been no de- 
velopment of those figures. It is available if you want us to run it. 

Senator Monroney. On the punchcards? 

Mr. Risque. It has not been done, but it can be done. 

Senator Monroney. It has not been assembled ? 

Mr. Risque. It has never been assembled, not only to my knowl- 
edge, but that is a positive statement under oath, it has not been 
developed. 

Senator Monroney. Were any samples ever made of small groups 
or adequate sampling to tell you where you stood on these class I and 
class II risks by State? 

Mr. Risque. Not except perhaps the Texas situation. No, in fact, 
there were no samples run there. There, again, letters were sent out 
that simply were to check the exact classification. Samples have 
not been run. 

Senator Monroney. That was 85 percent, counsel informed me, in 
~~ and that was done by letter, you say, instead of off punch- 
cards? 

Mr. Risque. Would you enlighten me as to the 85 percent? I am 
not familiar with that figure. 

Senator Monroney. This ; is from the testimony of yesterday by Mr. 
Humphreys, in which he says the first clue that misclassification might 
exist on a widespread scale came in 1954 when the Texas Board of Com- 

missioners received information that the number of automobile drivers 
insured by Service Fire Insurance Co. were misclassified. 


Operating annually this company insures 800,000 cars, financed through Uni- 
versal CIT Credit Corp., with which it is affiliated. Preliminary investigation 
indicated that approximately 85 percent of the drivers insured by this company 
in Texas had been placed in class II. 


Now how did that come about? Was that from the physical exami- 
nation of your records? 

Mr. Risque. That was a physical examination, not a tab run. Tab 
runs were not made at that time. That was a conclusion drawn from 
looking at actual physical policies, and the veracity of that I cannot 
attest to. I don’t deny it or agree with it. It was not a tab run. 
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In our business the only integrity in figures or percentages flow from 
tabruns. If you want to pick up a policy here and a policy there, you 
don’t know that you have the picture. 

Senator Monroney. I quite agree, but the amazing thing is, as Sena- 
tor Payne brought out awhile ago, life-insurance companies have actu- 
arial studies made of almost ev ery detail of their business. ‘They know 
the rates that apply almost from birth to death, and they probably 
have it in categories, as to number of policies, what age group, and so 
on. They have to have that, to arrive at that rate. But nothing like 
that exists in your type of insurance; is that correct 4 

Mr. Risque. Well, it has not existed, and I respectfully submit that 
none of the companies that you may have asked would probably have 
it. I would be very surprised if they did. It just doesn’t serve a 
purpose, and ina business you try to do the thing that is most efficient. 

Senator Monroney. It must have served some purpose if the NAUA 
year after year has made tab runs to give us the national average. 

Mr. Risqve. Yes, sir; it served their purpose because they are a rate- 

making boc y, and for their purposes they have to have the premiunas, 
and the los ses, and the classifications in order to come up with rates, 
but for our purpose it is not. 

Senator Monroney. It seems to me that if these figures were re- 
versed, and if you were writing, say, a high percentage, 90 percent, of 
your policies in class I, prefer red r ‘isk, and only 10 percent in class II, 
you would be going broke faster than anytl ing, and you would want to 
know what percentage of your classifications were coming in at the low 
rate, and which were coming in at the high rate. It is just inconceiv- 
able to me that somebody in the company wasn’t looking after what 
price they were selling this insurance coverage at. 

Mr. Risqur. Well, it may be inconceiv: able. and I don’t question that 
it seems questionable to you that we didn’t do it. I suppose if the 
percentages were reversed, as you indicate, and we were going broke, 
we would take :: look at it. 

Senator Monronry. Well, you were m: uking | 5h million more in the 
year 1954 than you had the previous year, and there was no use to take 
a look at it. 

Mr. Riseur. Well, of course, there were rate changes in those 
periods. As of now there are drastic rate changes needed and pre- 
mium volumes will increase for all companies. They go up 1 year 
and maybe down 2 or 3 years later. The loss experience in all com- 
panies, and there are almost no exceptions, are catastrophic today. 
There will no doubt be rate increases all over, and you would ore e if 
you looked at the figures for 1956, as compared with 1957 or 1958, sub- 
stantial rate increases, but that doesn’t mean that flows from anv 
matter of classification. 

Senator Monronry. Counsel called my attention to the fact that 
in 1951, when apparently a check was made by Mr. Whiteside, and 
they went back as far as 1951 on Service, and— 

The further back we went the worse it was. 

In St. Louis in 1951 I found as high as 90 percent in class II that should have 
been in class I; in fact, nearly all in class II, once in a while in class I. 

It seems that those figures coming in some way would have reflected 
themselves to the attention of the executives, and they would have 
been curious about it enough to have the tab runs made. 
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Mr. Risque. Well, that is Mr. Whiteside’s statement. I might indi- 
cate that in 1951—I believe it was actually in 1 
examination of the same type as that was made of our company. No 
indication was made of the misclassification, and they had been in 
effect as of about 2 years. There was no reason for us to suspect that 
our classifications were not in accordance with the existing rules and 
regulations. 

r. Bussy. Mr. Risque, in the confidential memorandum that went 
into the files yesterday from Mr. Humphreys’ office, from Mr. Kelleher, 
his chief examiner, to Mr. Humphreys, it was stated that he had talked 
to Mr. Chervenak in his offices in New York City during the week of 
December 7, 1955, and I quote: 

I was given to understand that the company’s statistical department’s machines 
were now geared to make a national run by States, classification, and premiums, 
and that it would be another month and a half before these tabulations would be 
available for each State. 

Now, what was he referring to? Was he referring to a later tab run 
of some sort of present business, or was he referring to a past tab run 
of business done in 1954, or was, perhaps, that just not a correct state- 
ment ? 

Mr. Risque. He was referring, Mr. Busby, to a tab run of class II 
business of December 1955 which would be necessary for an honest 
resolution in the NAUA program. 

Mr. Bussy. Do you mean a tab run of what they were going to do 
in the future ? 

Mr. Risqur. No; we were making a tab run of all business in force 
as of June 30, 1955, in order to implement the program approved by 
the NAIC. 

Mr. Bussy. This was December 7, 1955 ? 

Mr. Risqur. That is correct. 

Mr. Bussy. And they were going to make a tab run of the business 
they would write in June 1955? 

Mr. Risqur. That was in force as of June 30, 1955; that is correct. 

You see, in the NAIC resolution it was believed appropriate to have 
a tab run as to all the policies in effect at a previous date. So all 
policies previous to that might have had some question as to them 
in class If only. So we were making a tab run. We wouldn’t suggest 
that we go to the policy files and pick out a daily here and a daily 
there, and there would be no check, we wanted to do this job ac- 
cure itely and honestly, and we therefore made a tabulation run. That 
was a monumental task involving the hiring of about 13 additional 
IBM machines, 6 or 7 additionai people, nighttime and daytime. Our 
own force worked overtime. It was a monumental task just to make 
a class LI tabulation run. All that was was class IT. 

Mr. Bussy. And was that the basis of the figures that you submitted 
tous on 1955? 

Mr. Risquz. No, sir; that tab run was at just indicated, policy num- 
bers, dates, expiration dates, and a few other details, of policies in 
force so they would be the policies considered in this program. The 
information we gave you, that I gave in my letter, from July 1 on, 
was something else. That was an actual physical count, at first, and 
later it became a tab run. 

Mr. Brsry. Well, do you have available this tab run that you 
took ¢ 
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Mr. Risqun. I don’t have it here. I can make it available to you. 
It would serve no purpose. All it is is class I business. 

Senator Monroney. Well, it doesn’t relate to class IT against class 
I and class III? 

Mr. Risqur. No, sir; just class IT business as a basis for the mailing 
of the letters. 

You see, the list just gave all of the policy numbers, everybody 
in class II, because that was the only classification question, and that 
permitted our various offices to idk that tabulation list up and go 
to the files and check off item by item every policy on that list. It 
gave perfection to a program rather than later saying we did the 
program, don’t ask us how. 

We have proof, and certification that item by item we went to the 
files and pulled the files and mailed the letters so that tab run simply 
concerned class II policies. At no time have we ever prepared or ever 
developed any comparative analyses of class I, class II, and class III, 
prior to July 1, 1955, for the reason that they would have served no 
purpose. We have done it since, not because it serves us an ad- 
vantage, but because we have been criticized, and we want to be able 
to say, gentlemen, we are consistent with the average. 

We don’t necessarily agree that the average is right. We are con- 
sistent with the average. That is all we can say, but prior to July 
1, 1955, there had been no occasion, and and they serve us no purpose 
now except to tell you and the commissioners who certainly have asked 
the same information that we were consistent. We are just like every- 
body else. That is all it does. 

Mr. Buspy. You took out all class II policies, or you at least knew 
the number of them ? 

Mr. Risqur. We tabulated them policy number by policy number. 

Mr. Buspy. Could you not subtract this from your total business 
and know what numbers were in classes I and III? 

Mr. Risque. No, sir; there were not only 3 classes in some States, 
there were 5 and 7; in Texas, for example, 10. 

Mr. Bussy. These other classes were a very small percentage; 
weren’t they, sir? 

Mr. Risqur. No; in our tab run of April 1955, I believe—may I 
just refer to my notes on that? 

Mr. Buspy. Yes. 

Mr. Risque. I am not sure of them. In April 1955, the tab run 
for the examiners showed 26 and a fraction percent in class I, 46 
in class IJ, and 27 percent in other classes, and that is a significant 
figure. This was April 1955. Our percentage was 46 in class IT, 
which wasn’t terribly off the indication by, I think, Mr. Barnard—it 
is a little bit of hearsay—but Mr. Downey’s report of January 28, 
1957, indicated that 30 percent ought to be in class II for companies 
writing physical-damage insurance for finance companies. 

Senator Monronry. It is double your present class IT? 

Mr. Risque. Sir? 

_Senator Monronry. I mean it has shrunk by half at the present 
time what it was in 1955. You indicated that you have 23 percent in 
class I currently, and at that time you had 46.4 percent in class II. 

Mr. Risque. That is correct, and it hurts now. We are consistent. 
That is all we can say. We don’t agree with it. We are consistent. 
We have put in the procedures, as of July, in our voluntary proce- 
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dures, and as of February 1, 1956, as required by our rating associa- 
tion, we have complied with the rules. We are consistent. That 1s 
all we can say. We believe that there is a high percentage of mis- 
classification in every company on the class I business. 

Senator Monronry. This figure that we are discussing now, the 
46.4 percent in class II, was an official examination of the Service 
Fire Co. by the National Association of Insurance Underwriters; 
wasn’t it? 

Mr. Risque. The National Association of Insurance Commission- 
ers; yes, sir; that is correct. 

Senator Monronry. And that was done, you say, by punchcards? 

Mr. Risqur. That was done by punchcards at their request on our 
machines. 

Senator Monroney. And done by States ¢ 

Mr. Risque. No, sir; national average. 

Senator Monroney. Nobody ever thought to break it down by 
States ? 

Mr. Risqun. No, sir; not that I know. I don’t know their minds, 
but it would have served no purpose, I believe, to do it by States. 

Senator Paynr. What do you mean, for the national ? 

Mr. Risque. It was done nationally, Senator Payne. 

Senator Payne. Didn’t the national have to have it broken down 
by States? I ask it because otherwise how would they ever be able 
to develop the rate structure that is going to apply to any individual 
State? The rate structure in each State isn’t the same. 

Mr. Risque. No, sir; this tab run was simply to determine to what 
extent our classification might have been at variance with the na- 
tional average. 

You are perfectly correct in indicating that they must be broken 
down by States to develop premiums, but that wasn’t the purpose 
of this tab run. This tab run was just to see how we stood nationally 
with the average in the industry. But all that established, and all that 
would establish and did establish was that there might have been a 
variance. It did not, per se, establish that there had been any mis- 
classification. The essence of misclassification is getting down to a 
man and going house to house and saying, “Do you have any children 
under 25% Do you use your car for business ?” : 

Senator Payne. The thing that is amazing to me, getting back a 
minute to these insurance companies of General Motors, they, basically, 
if I have understood it correctly, they operate about the same as you 
do, don’t they? Doesn’t the dealer in effect handle the paper, and fill 
out the necessary information ? 

Mr. Risque. I would suggest, Senator, they are not comparable at 
all. I have the highest regard for them, but unfortunately it is not 
the same. 

Senator Payne. I am talking about the mechanics, now, the me- 
chanics of operation. 

Mr. Risque. Well, yes, the mechanics of operation are about the 
same. 

Senator Payne. Well, isn’t it strange—and I don’t know the answer 
to it—but isn’t it strange that under their setup that their averages 
reflected very close to the national average on their writing of class I 
and class IT, all through this period ? 
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Mr. Risque. Well, I don’t know their averages. If you indicate they 
are the same, I would certainly then address myself to it. 

Senator Payne. I haven’t gone all the way through it, but I have 
just gone over a number of the tabulations here, broken down city by 
city, and State by State, and they are very close to the national average 
that has been given. 

Mr. Risque. Let us assume that they are, and I have no reason to 
question that they are not. They do a very excellent job. They are 
a very fine organization. They are a bit unique in this particular field. 
Hindsight is a lot easier. I have indicated that in the statement. 

We look back and wonder w hy things weren’t done. That is against 
us. 

Senator Payne. It is always easier. 

Mr. Risque. But in looking at their particular picture when they 
have dealers for whom they finance cars and insure cars, they have a 
greater measure of control over those dealers. One of our difficulties 
was in getting information. We did not blink at this and say every- 
body is in class II. We put out the forms. We made available to our 
finance company, and they in turn to their divisions and the divisions 
in turn to the dealers made these forms available. 

But dealers in the general non-GM business may do business with 
banks, with several finance companies, some of whom have been named 
here. When you give them any procedures that are more difficult than 
some other competitor, they may just tell you to go fish. 

Now, I don’t suggest that it was that clear, but we tried to get the in- 
formation. How far can you go in getting it? The plan had said 
that you had to provide that if anyone who crot a preferential rate had 
to be substantiated by aform. If ‘the form was not there, he is in class 
II. There is no question about that. You w ould be guilty of rebating 
under the State laws if you put anybody in class I without a con- 
comitant form saying there was nobody under 25, that he didn’t use 
his car for business. 

Rebating has always been more serious than this charge here. 

Senator Monronry. You mean than overcharging? This resulted 
in an overcharge to a great many people. Rebating would have 
been a great many 

Mr. Risqu rE. Just as much, if not more so. You could not write 
under the rules, Senator, anybody in that class I, in 1950, in class I 
or class III, unless you have a substantiating rating form. 

How do you get the rating form if they don’t come in? We could 
tell our finance ¢ company, don’t finance these cars, we don’t want any 
part of them. This is what happened actually as of July 1, 1955, we 
told our own affiliate company that unless we had a rating form we 
would not insure the policy. We had enough difficulty now. That 
resulted in our being flooded with paper and policies and confusion 
because it was very difficult to get. 

Our own problem was measurably improved and satisfied by the 
rule applicable to all companies that said everybody has to have a 
form. It then became competitive and liveable to say you have to 
have the form, we won't touch the policy otherwise. To do it on your 
own was practically to say, well, just don’t do business with us. 

Senator Monroney. Well, all of the stock companies apparently 
were having their forms on all three categories. The General Motors 
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insurance subsidiary was having it. Probably a great many others, or 
the national average wouldn’t have been down to where it is. 

Mr. Risque. W ell, I would suggest there, Senator, I don’t mean to 
get into GMAC’s picture—— 

Senator Monroney. I am not trying to hold them up as a paragon. 
I am merely stating that it was a part of their procedure to require 
information on all three classes. Yours became automatic unless they 
had affirmative evidence that they belonged in class I or class I. 

Mr. Risqur. I would like to try to explain that because I know you 
want the facts, and I know you are confused and don’t understand ‘the 
picture, because it doesn’t seem right, but General Motors was not com- 
petitive with us. They had only one kind of dealer, and they could tell 
that dealer we want the information. We couldn’t tell that to our 
finance company. 

Senator Monroney. You doit now. 

Mr. Risque. We try to. 

Senator Monroney. You do it now. 

Mr. Risque. The gravity of the situation reached the point where 
we said we would just as soon not have the business, we are in so 
much problem now, if that is the way you are going to do it, either 
give us the form or we won’t write the policy. That takes courage. 

Senator Monronery. You haven’t lost any large amount of business. 

Mr. Risqur. Because as of February 1, 1956. ‘and even July 1, 1955, 
this situation reached such a point that everybody was aware of it, 
and it was easier to say to everybody we insist on this or we won't 
write a policy. It wasn’t easy to do that before that. We tried. We 
had meetings, and we said we want this thing followed out, we would 
like to have the right rating form because our going down to the source 
of business, the dealer, and the finance company, is competitive with 
others. If the premium is too high they are not competitive. Other 
companies have been named here in a few of the States. Their re- 
funds have not been significant because they don’t write a large per- 
centage of business. They don't want it. The only difference be- 
tween us and them is that they have had a small percentage of it. 

Mr. Humphreys indicated certain companies which you will find 
exist also in New Jersey and I think they may exist in many other 
States. They are smaller because they don’t want this business. They 
write just a small percentage of it. We have been consistent, we have 
been aboveboard. We have concealed nothing in the writing of the 
business. There has been no concealment. 

Senator Monroney. You write about 70 percent of all the CIT ac- 
counts, don’t you? 

Mr. Risque. About 65 to 70; it varies. 

Senator Monroney. Seventy-five to seventy, so if these people are 
going to finance through CIT you are going to get 65 or 70 percent 
of them whether you require the forms or not, aren’t you ? 

Mr. Risqur. Well, we write about 65 to 70 percent of all customers 
of Universal CIT; that is correct. 

Senator Monronry. So, therefore, if they are going to fnance 
through that finance company they are going ‘to write that amount of 
insurance with you, so you were in a position better than an outside 
insurer who had to pick up his outside business wherever he could, 
to say, “This is the form and this is what we expect to have.” Cer- 
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tainly the automatic classification of everybody that didn’t specify 
and prove otherwise into class IT was not to my way of thinking an 
ethical way to conduct an insurance business. 

Mr. Risque. Well, it may look that. We are not happy about it be- 
cause if we had felt it was right we wouldn’t have made refunds; that 
is correct. At the time it appeared to be the right thing. It is much 
easier to look in hindsight and find you haven't done something 
right and make restitution. 

Senator Monroney. Well, you are saying the positive requirement 

1e ing out of an exemption under class 1 the DOOK, and say- 
for the filling out of pti nder class I in the book, and say 

ing,” Well, since it is not in class II then everybody else belongs in 
class II.” We have a letter from the National Automobile Under- 
writers Association in answer to our inquiry of March 15, 1957. 

Mr. David Busby; counsel for your subcommittee, telephoned yesterday and 
reached me at a meeting at the Hotel Roosevelt. Several matters pertaining to 
the collision classitication rate plan were discussed. 

In replying to a question directed to me by Mr. Busby, I told him that the 
pertinent rule in the manual relating to the private passenger collision classifi- 
cation plan requires that companies affiliated with this association secure certain 
information necessary to properly classify the risk and, to assist the companies, 
the association has promulgated forms for recording facts to rate the auto- 
mobile. The rules do not provide the option of using the highest premium if 
the rating data has not been obtained. I believe that this statement is sub- 
stantiated by the photostat copies of New York manual pages sent you on Feb- 
ruary 21. 

Signed Mr. Howard 8S. Omsberg, manager. 

(The letter referred to is as follows 7 

NATIONAL AUTOMOBILE UNDERWRITERS ASSOCIATION, 
New York, N. Y., March 15, 1957. 
Re collision classification plan for rating private passenger automobiles. 
Hon. A. 8S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 

DEAR SENATOR MONRONEY: Mr. David Busby, counsel for your subcommittee, 
telephoned Wednesday and reached me at a meeting at the Hotel Roosevelt. 
Several matters pertaining to the collision classification rate plan were dis- 
cussed. 

In replying to a question directed to me by Mr. Busby, I told him that the 
pertinent rule in the manual relating to the private passenger collision classi- 
fication plan requires that companies affiliated with this association secure cer- 
ain information necessary to properly classify the risk and, to assist the com- 
panies, the association has promulgated forms for recording facts to rate the 
automobile. The rules do not provide the option of using the highest premium 
if the rating data has not been obtained. I believe that this statement is sub- 
stantiated by the photostat copies of New York manual pages sent you on 
February 21. 

Very truly yours, 
Howarp S. ORMSBERG, Manager. 

Would you care to comment on the letter ? 

Mr. Risque. I would like to. I followed your reading of it, which 
was very clear. It goes back to previous testimony that ‘I have given, 
Senator, that we do write lots of business—in fact all of our business 
as an accommodation to a finance need to insure the cus ‘s—and 
it has been written in a basket, in a general portfolio. 

Underwriting information has not been acquired with respect to 
most risks because we don’t have that degree of selectivity. If we 
did we would not be accommodating the finance interests and the time- 
price purchaser. 





AUTOMOBILE MARKETING PRACTICES 255 


Senator Monronery. But if that is what the rate meant, you need 
to accommodate the customer, the consumer, on giving him the proper 
rate as well as accommodating the finance company by taking it out 
of the basket, wouldn’t you? 

Mr. Risque. Yes, sir; as a matter of fact, our whole refund program 
is based on the recognition that equitably if people have been over- 
charged there would be no purpose served by saying it is too bad we 
were technically correct, you just don’t get anything back. 

We have undergone a terrific program and terrific publicity which 
has been adverse in trying to rectify a situation. If the plan had 
been as perfect at it sometimes appears it would not have been changed. 
It was very definitely changed as of February 1, 1956, to say what 
it should have said all along. 

Senator Monroney. aut you are receiving credit for being the 
first of these companies to change it. We appreciate that, and we 
are certainly glad, as you have stated in there, that you are not having 
any complaints of overrating these risks now. 

But we do feel that we owe a duty to the public, and your company 
does, to pick up and give back to the fullest degree humanly possible 
the amounts of overcharges that have occurred and that is why we 
are reaching out here and seem to be in the nowhere, and trying to 
get the figures for a yardstick to place State by State against the num- 
ber of overclassification charges. 

Mr. Risque. I appreciate that. I appreciate the interest of your 
committee, and the good work you are doing. 

Senator Monroney. I don’t know whether we are doing good work. 
We aren’t getting anywhere. We can’t even get it from the District 
of Columbia. 

Mr. Risque. We haven’t in any instance resisted either States or 
your committee in giving you what you needed. If you want us to 
spend 6 months and a lot of money to develop information that may 
take you nowhere, we haven’t said we won’t do it. 

Senator Monronry. We aren’t after any 6 months’ job or any big 
expense to you, but it strikes us as inconceivable that a company that 
big and that well run would not have the figures we are asking for. 

Mr. Risque. I am under oath, Senator, and I would know, and we 
have never developed the figures you are asking for. It would serve 
no purpose. 

Senator Monronery. You haven’t even developed it in the category 
of risks to total premium policy income? 

Mr. Risqus. No, sir. 

Senator Monroney. There is no relationship or coordination be- 
tween the categories of risk and any of your figures ? 

Mr. Risque. It would have served no purpose. We have to use 
the rates they promulgate. Even if we had developed figures and 
said, “Well, this doesn’t look good here, or there, let’s do different,” 
we can’t do differently, as long as we are members of NAUA we 
use their figures. We send down punchcards to them and they develop 
rates. We use their rates. 

Now, if we had wanted more money in many States it would have 
been possible to have filed for excess rates. That would not have been 
a problem. 
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Senator Monroney. But that requires action by the individua) 
State and the insurance commissioner who has to take the rap on rais- 
ing the rates on their policies. 

Senator Payne. How would you have known whether or not you 
should file for an excess rate? 

Mr. Risque. We would have had to develop the kind of statistics, 
Senator Payne, that Mr. Monroney is asking us for here. In that 
instance certainly we would have dev eloped. them. If we were to 
become a filing agent or statistical agent for our own needs we would 
then have developed our own figures to get this type of information. 

Senator Payne. I will bet you analyze your profit and loss statement. 

Mr. Risque. We know what it is; yes. 

Senator Payne. I bet you know what specific categories have devel- 
oped the profit and loss; I bet you know why your ratio of assets 
creeps up, how your undivided surplus or surplus account increases, 
and what the reflection is that causes it. 

Mr. Risqur. We don’t know by classification. We never have, sir; 
because even if we had known it would have done us no good, we 
would have to resign from NAUA or make our own rates, and that 
is a colossal undertaking by itself. 

Senator Payne. In other words, you are only interested in the 
overall picture ? 

Mr. Risque. Yes; as long as we are solvent and making money we 
are content to live under a statistical agent. It is a lot easier. You 
simply give them the figures and they develop the rates. 

Senator Payne. I am rather amazed, to be honest. 

Senator Monroney. I am, too. 

Mr. Risque. Well, that is the pattern. 

Senator Payne. I don’t know what the pattern is with these other 
companies, either, but Iam amazed at what you just said. 

Mr. Risque. That is the situation with hundreds of companies. 
If that appears amazing, that is the pattern. If you were in the 
insurance business I believe you would fall in the pattern because 
that is the most practical and efficient way to do it, not to make your 
own experience unless you write, as some of the specialty writers do, 

$300 million. We don’t write that volume. 

Senator Payne. You mean a health, life, and accident company, 
for instance, wouldn’t be interested normally in knowing in what 
category of coverage that they have that they are either going ahead 
or behind on, and on what ratio they are building up their reserves? 

Mr. Risque. I could render an opinion there, Senator. I am nota 
health and accident man. Those that belong’ to associations would 
nh strength and support. in submitting their information to a statis- 

ical agent who w and give them the benefit of an overall rate, just as 
eee gives you protection when you merge your risks and con- 
tribute a small percentage to companies which then provide you for 

a catastrophic loss, any individual company is strengthened in its 
waivanee by just submitting its $50 million or $60 million to an 
overall agency which might pool a half million or $2 million and give 
back rates. 

Senator Payne. Well, how do you establish on the books of your 
company your reserves for losses?’ How do you arrive at that figure! 
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Mr. Risqur. They are done by a formula which is established by 
the NAIC and individually by the States, a certain percentage of 
unearned premiums and written premiums constitute loss reserves. 

Senator Payne. Without regard to class? 

Mr. Risque. Oh, yes, sir; they have no bearing on class. They have 
a bearing only on overall writes. They are not related to classifica- 
tion. 

Senator Payne. I am trying to learn something about the business. 

Mr. Risque. They are not related to classification. They would 
serve no purpose. The 35 percent spread or so in classification is not 
related to the loss picture. 

Senator Monroney. I think we are up against another blank wall in 
trying to get these figures, at least for the moment. If there is any 
way through the NAUA or otherwise that you could suggest that 
these could be compiled with less cost and less than 6 months’ effort 
we would certainly be er ateful to you for furnishing that information. 

Mr. Risque. Well, I would be very happy if I “could say here we 
have it and give it = you, but I am under oath and I say we never 
have developed the information. We could only develop it by a 
very, very extensive job of running, it wouldn’t be a million, but 
back to 1950 would probably be 5 ‘million to 6 million—and I am 
estimating here, and [f am on the conservative side—cards. 

Senator Monroney. But a portion of those 5 million or 6 million 
would have a $10 bill or a $50 bill included in a rebate to the policy- 
holders if they were found to have been misclassified ? 

Mr. Risque. Sir, the tab run would not develop that. 

Senator Monronry. You would have it by States so they could 
furnish the proportion of overrated risks in Class IT. 

Mr. Risqur. That would establish nothing, Senator, but a com- 
arison with the national average which, itself, is not a proven fact. 
‘his is not an arithmetic certainty. 

Senator Monroney. It would certainly spur the States, perhaps, 
if they found out that they had written over those years a very high 
percentage at the higher rate than the national rate; and then they 
could ask for the names of these policyholders and go again—as 
many of the insurance commissioners have done—after ‘refunds that 
might still be done. 

Mr. Risqur. Well, in our own case, the commissioners have not 
dealt lightly with us. I have lived with the situation in Service 
Fire for about a year and a half and it certainly hasn’t been pleasant. 
They have dealt very rigidly and have looked at the practicality of 
the situation in their States and our own program has developed in 
large part the great bulk of policyholders that had any differential 
in premium. 

Now to develop statistics as to what the proportion of our risks 
in class I, IT, or IIT, were as against national averages would not give 
anybody a refund. It essentially relates to a letter or questionnaire, 
which, by itself, is subject to some question. 

AsI indicated to Mr. Busby in a conversation we had, we made some 
runs in 1 check of refunds and found 1 out of 4 in 1 category, and a 
very significant category had misstated their own classification and we 
made refunds totaling over a thousand dollars to this particular 
sample. This was just a spot check and when you face that kind of 
situation, perhaps the essence of the entire rating plan is in some ques- 
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tion. But I submit earnestly that any rating plan that permits a 
deviation if you say certain things but no penalty if you misstate is 
not the essence of accuracy by itself. 

Senator Monroney. In your resolution that you refer to in your 
press release where you say, “Service Fire was also the first company 
to initiate a voluntary proposal to the National Association of Insur- 
ance Commissioners to resolve the problem of misclassification. This 
offer became the basis of a resolution which was adopted by the Na- 
tional Association of Insurance Commissioners on November 1, 1955, 
copy of which is attached and served thereafter for the dispostition 
of similar considerations.” Did your company take that to the NAIC 
and ask that they adopt it ? 

Mr. Risqur. We didn’t take it to the NAIC, as such. 

Senator Monroney. Tell us what the mechanics were to your pro- 
posal becoming the national pattern, as a result of the Insurance Com- 
missioners 

Mr. Risque. Back in August 1955, there was a meeting out in the 
West, Chicago, I believe, where the commissioners—we were not 
present, it was a matter for themselves, in executive meeting—con- 
sidered this kind of problem, primarily I suppose about us, but it must 
also have contemplated other companies because by then the indica- 
tions were that we weren’t alone, and they gave it very serious con- 
sideration and it was their own feeling that the matter should be 
handled on the basis of checking all policies in force June 30, 1955. 

Now we had been in touch with our own domiciliary department, 
which is the New York department, about the situation, but this was 
our feeling, simply reflecting what we understood they would want us 
to do. This was not our basic approach to say this is all we will do, 
take it or leave it, but the consensus of the commissioners at the meet- 
ing in August of 1955, as we understood, was that this was the least 
you should do, and we would like you to do it. 

Therefore, our proposal took that form, in short, reflecting their 
thinking. 

Mr. Bussy. Where was this meeting in August of 1955? 

Mr. Risque. I believe it was in Chicago. I was not present nor was 
any member of our company. 

Mr.Bussy. No member of your company was present at that time? 

Mr. Risquer. No, sir. 

Mr. Bussy. There was no member of your company present in the 
room at the time the commissioners were considering this proposal ? 

Mr. Risqun. That is correct, there was no member of our company 
in that room or at the meeting, as a matter of fact. 

Senator Monronry. Roughly, did the cutoff date of July 1, 1955, on 
policies in force at that time come from your company ? 

Mr. Risqur. Well, sir, I have to answer that by saying there is no 
cutoff date. That, I know, has been given to you. There was no 
cutoff date. The proposition, or I would say the program, contem- 
plates that anybody, irrespective of the policy date, who could indi- 
cate that he had been misclassified and on rechecking by the companies 
it was aflirmed, would receive a refund. There was no cutoff date 
whatever, but simply to make an affirmative act to expedite the matter 
of refunds the company wrote letters to policyholders who had poli- 
cies in effect as of June 30, 1955. 
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Now that connotation is what develops that inference of a cutoff 
date. Our affirmative action concerned policies in effect June 30, 
1955, but actually the program brought into focus any policy at any 
time. 

Senator Monroney. But there was no notice to people that they 
might have been overcharged or any mechanics in this resolution 
that would have taken into effect t any policyholders who were insured 
before that date whose policies expired before that date, although they 
might have been overcharged ? 

Mr. Risque. No, Senator, except as the particular insurance depart- 
ments might have wanted to use their own sanctions and abilities to 
develop that. 

Senator Monroney. But they would have no way of knowing who 
the policyholders were and how to classify them, would they ? 

Mr. Risque. By publicity, by radio, and so forth, they would. They 
invited that in some States. 

Senator Monroney. Some few States? 

Mr. Riseur. A number of States. 

Senator Monroney. We haven’t found any publicity on this matter 
except in certain States, and we found where there was more publicity 
there was a much greater percentage of refunds and amount of 
refunds. 

May I suggest that the language, “whereas there exists a grave 
question of law in most States as to who m: iy be entitled to the return 
of such overpayment”—did your original proposal mention that de- 
tail, that there was a question of law ‘whether the buyer of the policy 
could perhaps not even be entitled to it, even if it was proven that he 
had been overcharged ? 

Mr. Risque. Well, I believe the question was integral in our con- 
sideration of the subject but it wasn’t bandied about or thrown up as 
a barrier. It was simply a consideration that should be taken into 
account. It was not our position. Basically our position, as Service 
Fire Insurance Co., was simply that any refund we had to pay should 
go to that interest who was entitled to it by law and by fact, and that 
has not changed to date. Our refunds have been paid to the finance 
company or, if there were banks involved and they had assignments, 
they were paid to the banks. 

Now in our own program, concerning Universal CIT Credit Corp., 
we did understand with a guaranty from them that they would credit 
any customer of theirs with a total refund. In many States a guar- 
anty was given, but it wasn’t necessary. We know their word is ‘good 
and we have uniformly made refund to the finance company in the 
absence of an indication showing that the individual customer had a 
satisfied balance. 

Senator Monroney. Well, if it is made to the finance company and 
not credited to his account 

Mr. Risque. It would be credited to his account. 

Senator Monroney. Sir? 

Mr. Risque. It would be credited to his account. 

Senator Monroney. But your position in the Texas hearing in De- 
cember 1955, as stated by your chief counsel, he states: 

I am aware of the issue to which you refer, purely a legal issue. I would be 


glad to go into that if you wish me to, Mr. Hunt. I might say, however, a 
broad statement of the principle is involved, that if there is any money payable 
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by Service Fire Insurance Co. in connection with these policies, it is payable to 
the finance company and not to the individuals. 

Mr. Risque. Well, that is correct, because that is exactly how we 
paid it, Senator, and I am sure you would recognize that where there 
were assignments payable to a finance company or a bank that has 
a balance owing to it by a customer 

Senator Monroney. That wasn’t what he was discussing. 

Mr. Risque. Well, I am answering the question, I hope directly, 
That was our position and has been our position. We have paid the 
finance company which, in turn, has credited the account of the buyer, 
because you see in many cases where a man buys a car his old car is 
the downpayment on the new car. He has not put up $1 in cash. 
The finance company puts up the money to the dealer and pays us 
and buys directly from us the insurance, so if any return is payable, 
whether on cancellation or misclassification or a change of territory, 
that return is naturally paid to the finance company. This is not in 
our own instance alone, it has existed for 20 or 25 or 35 years in all 
companies. Any national company does that. 

Senator Monronry. That was credited to his account, so it is the 
same as being paid, but what Mr. Meyerson was arguing about there 
is indicated on the succeeding pages. He says: 

I will say this: If you uncover the same thing as in Texas, in Arkansas, as 
was uncovered in Texas, the policyholders in Arkansas will no more be entitled 
to a refund from us than were the policyholders in Texas. Now the policy- 
holders in Texas as far as my company is concerned get a gratuity out of the 
pockets of the finance company. 

He was arguing that even if they were entitled to a refund, a re- 
fund would go to reimburse the finance company without credit to the 
insured, that the money actually, if overcharges had occurred, should 
have gone just to the finance company which would have meant taking 
it out of one pocket and putting it into another. 

Mr. Risqur. That might have been the legal position. It is not my 
position. I am with the insurance company. I do not disclaim in- 
terest in their problems because we are related, but, actually, if you 
are suddenly confronted with a terrific situation whereby millions of 
dollars may be owed, you look to your legal situation, and that was the 
evidence there. I do not believe it is incorrect now, but in our pro- 
gram and as developments have occurred, we have handled our pro- 
gram as a matter of equity. We have waived legal position. Serv- 
ice Fire in any case would have had to pay Universal CIT. They 
would have had the legal position. 

Senator Monroney. It wouldn’t matter if it wasn’t being credited 
to the consumer because it was a completely owned subsidiar’ y of Uni- 
versal CIT, wasn’t it? 

Mr. Risque. Well, I was at that meeting and unfortunately things 
did not develop as I hoped they would. After all, when there is pre- 
judgment in a situation, and you are suddenly confronted with lots 
of accusations, lots of things are said that you don’t perhaps mean. 
There were misunderstandings on that, but essentially the legal situ- 
ation, as I understand it, and I believe still exists, was not incorrect. 

The more equitable treatment has been that if there have been over- 
charges, certainly let’s not stand on technicalities, let’s see that they are 

aid. That was my impression there and that is what has occurred. 
Ve have not stood on technical grounds. 
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Senator Monroney. Would you say that this line then, the third 
whereas, “whereas there exists a great question of law in most States 
as to who may be entitled to the return of any such overpayments”— 
this resolution being passed, you say 

Mr. Risque. By the executive committee, not by the plenary session, 
which was all the commissions. In the plenary session I believe there 
were two objections or abstentions. 

Senator Monroney. But the insurance commissioners did in this 
seem to recognize that there was no clear-cut question of the policy- 
holder being entitled to that refund. 

Mr. Risque. I believe they did recognize it. 

Senator Monronry. Was that urged on them as you made your pro- 
posal to them? Did you urge on them that there was a question of 
law as to who was entitled to the refund when you made your proposal 
for this refunding? 

Mr. Risque. I believe so. I don’t think there is any question today 
of the legal issue but it hasn’t been a forceful element in this. If it 
had been, I don’t think any refunds would be made at all. That is, 
the program of refund was a matter of equity, not of law, and although 
it may appear to some that the refund program was not as compre- 
hensive as might have been carried out, it was a very practical and 
very reason: ble program. It has cost us a terrific amount in time 
and personnel, it has been carried out accurately in all of these areas 
that we have indicated to the committee. 

Senator Monroney. You state in your press release further that 
“the Service Fire program of reclassification and refunds has been 
completed in every State, where the insurance authorities have felt 
there was a problem of misclassification and authorized us to conduct 
our reclassification program.” That means, does it, that you have 
paid back all of the money you feel that is coming to or due to the 
policyholders in that ms utter of misclassification ? t 

Mr. Risque. Yes, sir; I can answer that “Yes.’ 

Senator Monronry. You base that on the fact that you have sent 
“X” numbers of letters to these peup!e and that the returns from those 
letters have come in, and where they showed they were entitled to a 
better rate, those refunds were made. 

Mr. Risqur. That is correct. 

Senator Monroney. Now what do you mean when you say, “has 
been completed in every State where the insurance authorities have 
felt there was a problem of misclassification” ? 

Now how do the insurance authorities there have any idea of 
whether there were misclassification or not if we can’t get and we are 
not going to belabor any longer how we are going to ‘get it, but the 
fact that we can’t get whether there was misclassification in their 
own State or not. 

Mr. Risqur. Well, some of the commissioners have gone out and 
made investigations of their own through their personnel. 

Senator Monronry. That is—Massachusetts and Connecticut, I 
believe, are the two States. 

Mr. Risque. Oh, a number beyond that. 

Senator Monroney. Could you name them? I think it would be 
helpful for the record, because some of these men that are fine public 
servants, we certainly do not wish to indicate—we only know what 
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information we have been able to obtain on coming to your home 
office to search the records. 

Mr. Risque. My memory indicates that Kentucky, Missouri, and 
Tennessee—you have got Connecticut and Massachusetts, Maine has 
inquired about the situation, made investigation—I don’t like to 
speak for these departments. You can ask them. They went out 
and checked. 

Senator Monroney. How did they check? 

Mr. Risque. By going to branch offices of the finance companies or 
visiting our branch offices and checking the actual physical policies. 
Texas was another. That indicates to them that there have been or 
have not been misclassifications. 

Some have checked through the press by inviting people to come 
in and submit their information to the department, as in Maryland, 
Indiana; that has been the situation, the press has had that very 
openly, and the department has been besieged with inquiries, on all 
fort ms of insurance, not just automobile. 

Senator Monronry. Have many of the commissioners come into 
the home office to make sample checks of the policies in their States 
for that period ? 

Mr. Risque. In our home office, sir? 

Senator Monronry. Yes. 

Mr. Risque. Our policies are not maintained in the home office. 
We are a decentralized company, and we have offices in their regions 
and where in Memphis or St. Louis they have gone to those offices 
where the actual policies are maintained. 

Senator Monronry. And they would have available to them these 
policies which they could go through and determine the names on the 
class IT railways. 

Mr. Risqur. A number of those have done that, yes. 

Senator Monronry. For how far back, are they only current poli- 
cies? 

Mr. Risqur. They may go back to 1952, 1951 in many cases, our 
records are retained as a practice 2 2 years after the policy expires, so 
it would go pretty far back. 

Senator Monroney. So you could go back to 1952? 

Mr. Risque. Yes. 

Senator Monroney. That would be available and open if any of 
these insurance commissioners wished to do so? 

Mr. Risaeuer. And a number of them did. 

Senator Monronery. Where would the Washington, D. C., records 
be located ? 

Mr. Risque. I would say in Virginia—Richmond, Va. 

Senator Monronry. And it would be possible for the insurance 
commissioner of the District of Columbia if he had the staff and 
money to look at the policies—look through them and determine the 

names and the addresses of the people who were classified as class II 
policies, in the District of Columbia ? 

Mr. Risque. Yes, sir. It would be a very arduous process. He 
would have to fan through classes I, IT, and ITT, whatever classes they 
are, he wouldn’t just look at one class and say they are all class II. It 
is a painstaking job. 

Senator Monronry. But there is no punched-card system you could 
run through. 


ee) i, 


— o-oo am ee ne — =~ hw i -~ > ea © of 


~~ Fy me 


n=_— 


C 
f 
t 





AUTOMOBILE MARKETING PRACTICES 263 


Mr. Risqur. Not at that office; no. Punched cards would be main- 
tained at the home office. As I say, that information has not been 
unavailable, but it is a question of practicality and what it would give 
you when you developed it. 

Senator Monroney. It would satisfy the curiosity to know whether 
the misclassification existed, if it was far out of ratio with the na- 
tional average. It would give some indication that maybe a further 
study and listing of these names of these persons for further circular- 
ization would bring in more refunds. 

Mr. Risque. But, sir, it wouldn’t list names. The cards do not 
show names. 

Senator Monroney. No; I know the cards do not, but it would give 
you a yardstick you could use against the national yardstick to deter- 
mine then if you were far out of line. Then you could go to the indi- 
vidual policies in the regional offices and get the names and then 
circularize these people to see if they were misclassified. 

Mr. Risque. We haven’t questioned the fact we were out of line and 
for that reason suggested a very broad program to correct it. We 
have agreed misclassification must have existed and the refunds dem- 
onstrate that they did. A tab run would not add to that. It would 
not bring any more dollars back than have been by a tab run alone. 

Senator Monroney. I note in this breakdown you gave us of Serv- 
ice Fire, that some States in which you did considerable business, a 
half million plus—$589,000—in California, shows no letters sent out 
and no replies received, and no refunds made. 

Could you tell us the situation that existed there? You say that 
the program of reclassification and refunds has been completed in 
every State where the insurance authorities felt there was a problem 
of misclassification and authorized us to conduct our reclassification 
program. 

Mr. Risque. Yes, sir. Unfortunately our company has been pretty 
much in the front of this entire matter simply because during the 
convention examination, this thing came to light. We have since then 
carried the brunt of the publicity. 

We have had all of the interrogatories. We have had the real 
burden of it. We do business as the other companies do, under the 
supervision of the State insurance authorities. We do not follow any 
convention examination, which addresses itself to a problem of classi- 
fication, just go off on our own and say we will do this or we will do 
that. 

Weare subject to their decisions and their approvals, in this instance. 
We uniformly made this proposal to all of the States. There was no 
exception. 

Senator Monroney. California, and all States were notified that you 
were willing to circularize the class IT policies, to find out if they were 
properly classified. 

Mr. Risqur. That is correct. 

Now the matter of misclassification was by no means a uniform one. 
In some areas there are indications both from the returns and from the 
fact that there were regulatory laws or other such competitive situa- 
tions, misclassifications have not been significant. 

Senator Monroney. Well, how would that happen if through that 
entire period which you earlier testified to you were classifying every- 
thing as class II unless it was affirmatively proven to be otherwise ? 
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Mr. Risqur. Well, that I think would be apparent to the committee 
by comparing the results in the various States which are not at all 
uniform, and that is a very good question which I can’t answer and I 
don’t think anybody else here can. In some States, 34 percent, in 
some 13 percent, in some 20 percent. 

Senator Monroney. What is that you are referring to? Do you 
mean the number or refunds to the percent of letters sent ? 

Mr. Risque. The number of refunds. 

Senator Monronry. That doesn’t have any particular relationship 
to it, because it already has been shown in the States where followup 
letters were sent or where additional efforts were made to send out 
letters over the commissioners’ own letterheads, the percentages of 
returns per letter went up. 

Mr. Risque. It shows aside from those States, take those aside, they 
can be explained especially, that the returns were not uniform, and one 
of the reasons they weren’t uniform is that misclassifications were not 
necessarily consistent. 

In some areas there were not misclassifications, due to highly com- 
petitive advantages or situations or regulatory laws whereby perhaps 
penalties were assessed by conditional sales acts or something like 
that, whereby dealers didn’t qualify or specify risk in a certain cate- 
gory, there may be penalties on them, so they are more astute, they 
are more careful and took the extra time to insist that the man before 
he leave there sign this form and fill it out, whereas in areas where that 
may not have existed, they probably didn’t do that, so there were dif- 
ferent situations. In California and in the States where we have not 
made refunds, we have talked to the commissioners and we were told 
they would look into the matter and they wanted us to take no action 
until they got in touch with us. 

Either they wanted to study the matter broadly and consider all 
companies in it, or we can only assume that they found no problem 
did exist. 

I couldn’t suggest that following a conventional examination that 
we would certainly on our own tell them what we were going to do. 
There would be no purpose in doing it. They may come back and say, 
“We don’t approve of that, we want you to do this or that.” 

Now in Mr. Payne’s statement, Mr. Mahoney is a very highly 
regarded individual, a very capable individual. He has looked at 
this thing for some time. He has wanted to take it under his con- 
sideration on a broad basis and he has been in touch with us on several 
occasions. 

He has asked us questions. He has wanted to consider our situation 
and he has said we probably will want you to go a lot further in this 
yee program. I don’t know that California has that approach. 

don’t know what the approach is in the other States. 

Senator Monronry. What about California? What have they said, 
what did they say to you when you wrote to them offering to do this? 

Mr. Risqur. They simply said we would ask you not to take action 
until we are in touch with you. That is the essence of that situation. 

And I don’t think that we would take any action contrary to the 
feelings of a particular department. 

Senator Monronry. If the insurance commissioner didn’t want you 
to come in there, you weren’t going to force your way in to make 
refunds; is that right? 
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Mr. Risque. No, sir; we would not. 
Senator Monroney. But there was no reason given for not wanting 
to come in? 

Mr. Risque. No; we are only assuming that either they are studying 
it as they are in Maine or they have determined on their own evidence 
that there was not a problem. 

Senator Monroney. About what time was he contacted ? 

Mr. Risque. Well, I would say following the December of 1955 
N. A. I. C. meeting, January or February, I am not sure of the exact 
time, right after the meeting. 

Senator Monroney. January or February of 1956. 

Mr. Risqur. Yes; January or February of 1956. 

Senator Monroney. What situation obtains in Idaho? 

Mr. Risqur. The same, it applies to all of these States. Generally 
I could make that statement. 

Senator Monroney. Louisiana is shown as 1,662,000, as I under- 
stand it they went on this 

Mr. kusqur. They had no plan, sir, at that time. 

Senator Monronry. They didn’t even go on the high rate until 
about 1955, I mean the high exemption 1 rate, 30 percent. 

Mr. Risqu r. You are correct, New Hampshire, Louisiana, Vir- 
ginia, had no plan. 

Senator Monroney. Let’s get this in the record now: Louisiana, 
New Hampshire, and Virginia 

Mr. Risque. That is right, they had no plan that would pertain 
to this period. 

Senator Monroney. I see. There was no differential. 

Mr. Risque. There was no plan prior to July 1955. 

Senator Monronry. So they had no way of checking? 

Mr. Risqus. That is correct. 

Senator Payne. Maine went on this plan in 1952, didn’t they ? 

Mr. Risque. 1 can check that if you will let me. I don’t know. 

Senator Payne. I think that is right, and I think that is the basis 
on which Commissioner Mahoney refuses to go along with the pro- 
visions of the resolution feeling that the refund is due for a longer 
period than that which is set forth, isn’t that correct ? 

Mr. Risque. Well, Maine didn’t have the 35 percent differential 
until October 1953. 

Senator Payne. October 1953. 

Mr. Risqur. That is right, that is the three-class plan in Maine, 
and that is the significant difference. 

Senator Monronry. How many States could you tell us have sent 
out followup letters after you have circularized? As I understand 
it, most of your refunds have been on the basis of company letters, 
to policyholders ? 

Mr. Risqur. Yes. 

Senator Monroney. One of which I read this morning which I 
thought was quite vague as to whether it referred to refunds or other 
things, and quite difficult to fill out and required notarization. 

Were all of the letters sent out by the company in that, form or 
was the form changed when the insurance commissioner insisted on 
a clearer type of letter ? 
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Mr, Risque. Well, Senator, your committee has the form, the 
actual letters we sent, we submitted them in answer to your inter- 
rogatories. 

only indicate that for the record, that you do have that actual 
information. The letter was not substantially changed. It may 
appear vague, but. in our honest and sincere judgment, ; it was a very 
fair letter. It mentionsa refund. 

Senator Monroney. It doesn’t mention a refund. 

Mr. Risque. It mentions lower cost insurance. 

Senator Monroney. Yes. 

Mr. Risqur. That letter was sent out in most of the areas as the 
letters will show. 

Senator Monroney. I know in my own home State where Commis- 
sioner Joe Hunt has received a 37.9 percent return on your letter—I 
noticed in looking at the form sent out there that he had his name 
inserted, and that these letters were being sent at his request, and 
seemed to indicate that it had official action and by merely putting 
that in it must have had a more important result in getting people to 
respond to the questionnaire, plus the publicity that the commis- 
sioner gave it. 

In other words, instead of reading as most of the refund letters do, 
this reads: 

In order to assist Hon. Joe B. Hunt, insurance commissioner of the State 
of Oklahoma, in verifying the amount of premiums charged you on your auto- 
mobile insurance policy, note above, we are making an audit, as you may be 
entitled to a refund on your policy shown above. It is important that the 
following form be completed and returned as promptly as possible. 

Now the rest of the information is largely the same as in the letter 
that we had this morning from the District of Columbia. 

In New York you use almost the same form excepting you leave 
out the insurance commissioner’s reference: 

We are making an audit to determine the accuracy of premiums charged on 
collision insurance, as you may be entitled to a refund on your policy described 
above. 

This is a series of different letters. There are some different ones 
in the same State apparently. 

Mr. Risque. Well, Mr. Hunt discussed that with me, Mr. Mon- 
roney, and certainly under the State supervision, a commissioner has 
the right to prescribe a different approach if he wishes, and that was 
not a remarkable variance from the standard letter, and we had no 
reason to feel, if that was what he wanted us to send out, we would 
send it out, and we were willing to do it. 

Senator Monroney. But I notice in a lot of these States, I mean I 
am just going through roughly—the one sent out in the District of 
Columbia starts out: 

We are making an audit to determine the accuracy of premiums charged on 
insurance. As you may be entitled to a lower cost on your policy described 
above, it is important that the following form be completed and returned as 
promptly as possible. 

And I note on that form you received a return of only roughly 13 
percent, while in Wyoming which used the same form you received 
a return of 10.2 percent. ‘All of these apparently were notarized. 

Mr. Risqur. No, sir; early in the program we determined that the 
percentage of error on the returns was rather small, I believe 4 or 5 
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percent, and we did not insist on notarization. We credited people 
who did not notarize the form with the same veracity as those who did. 

Senator Monroney. I see. 

But was the notary form taken off or did you just agree to accept 
them without being signed ? 

Mr. Risque. No, because we had a collossal program we tried to 
get through in a reasonable time. We had letters all sent out and 
they were ‘approved. You just don’t backtrack. 

Senator Monroney. It might have been expensive, but the notari- 
zation requirement—the person not going to the trouble of signing 
it and then sending it in without a notary’s seal if the form was pro- 
vided for the notary—it seems a rubber stamp could have been put 
on there saying no notary affidavit required. 

Mr. Risque. We didn’t want to unduly hamper the people who an- 
swered but without a notarization on there it could very well take 
the appearance of a pot of gold program. As I indicated out of just 
225 spot checks in Texas, we developed substantial information and 

verified information from an independent agency that 1 out of 4 had 
misstated his refund and we had paid over a thousand dollars on 225 
of these items. 

In the list of that experience, it is a little difficult to face a broad 
national program and just say, you may have been misclassified, sign 
this and get some money. Most forms in the history of the govern- 
ment and business require some kind of a perjury statement or a 
notarization if you want some kind of refund. 

[ don’t think that is ridiculous. It may be now in retrospect that 
it appears that more people would have answered than in the case of 
a notary but I don’t believe that essentially attacks the integrity of 
requiring the people who now indicate with a letter which says you 
may be entitled to some money, sign here, shouldn’t have to notarize 
that answer. 

Now that particular letter, Senator, the basic letter, was edited 
and approved by the New York Insurance Department. We didn’t 
just callously say here is the letter, take it or leave it. That depart- 
ment is one of the most upstanding departments in the entire country 
and I don’t think there is any question about that. 

They looked at it. They looked at the possibilities of what would 
happen when you sent out such letters, and that in their considered 
judgment as a fair approach. 

Senator Monronry. And the form they used is 

We are making an audit to determine the accuracy charged on premium in- 
surance, as you may be entitled to a lower cost on your policy. 

Mr. Risque. That is right. 

Senator Monroney. Again omitting the possibility of refund, al- 
though if you want to argue the semantics of the thing, it probably 
is there, but it would not impress the recipient immediately perhaps 
as to what the letter actually was offering. 

Mr. Risque. We were very impressed by our experience in the spot 
check in Texas, I am afraid, and I do think there is reason that if 
you just put a letter out that said you will probably get a refund or 
you may be entitled to a refund, sign here, that you would get lots 
of people signing that form. 
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Mr. Hunt felt differently and we deferred to his thinking. He 1s the 
commiussioner. 

Senator Monroney. And you would have 
sioners had they felt differently, too? 

Mr. Riseur. That is correct. 

Senator Monronry. How many States, to your knowledge, have 
come to you as Massachusetts did and recir colar ized the class Il policy- 
holders! 

Mr. Risque. Well, just two, Connecticut and Massachusetts, and, I 
might say, and this I would like to add isa personal opinion, if other 
States had done that we would be one-quarter through now. That was 
a colossal program in those States. The chief examiner in Connecti- 
cut, as a matter of fact, unfortunately died at an early age just re- 
cently. He indicated to me they had tied up their manpower and 
machines in this type of program, that it had very heavily burdened 
their department. 

Most departments do not h: ave the personnel or equipment to do it, 
In that particular program we have reason to feel that many people 
as a result of their letters applied for and received refunds who were 
not entitled to them, but if you look at our position here when you are 
getting national publicity and unfavorable treatment, vou don’t want 
to keep a thing alive forever. 

We did not challenge the fact that when they sent out letters with 
their Commonwealth or their State signature that people may not 
have been entitled to it, that we are going to carry the burden on for- 
ever, we made the refunds, but we do believe many people in those 
programs who answered the letter of the State department were not 
entitled to them. 

Senator Monroney. Do you think it would have been unfair, as the 
Insurance Commissioner of the District of Columbia testified this 
morning, for these State authorities to send letters inquiring about the 
proper rating on policies issued by you? 

Mr. Risque. Well, I think it may well have resulted in the inclusion 
of many people who would unfairly have claimed refunds. I feel that 
way, sir. 

Senator Monroney. I think it is all a matter of which side are you 
looking at, are you looking at the overcharged insurance buyer to pro- 
tect his right of refund that may be disappearing rapidly in the 
absence of records later on or whether you are looking to the job as 
being one of supercautiousness in notifying the customer that he might 
be entitled to a refund because of an overcharge ? 

Mr. Risque. Well, I believe, and I would like to submit to the com- 
mittee if you receive such a letter as you indicated there, would you 
not look at it and make a response ? 

Senator Monroney. I am trying to remember whether I didn’t get 
one of those letters and it asked so many questions and it didn’t an- 
nounce refunds for the District of Columbia, if I didn’t chuck it in the 
wastebasket. I certainly didn’t sign it and send it back in. I can’t re- 
member. I vaguely remember something inquiring about how many 
children under 25 drove. I didn’t have anybody of that age, but I saw 
the affidavit and I saw a lot of this other thing and it wasn’t very cleat 
to me that it was a refund, and I might have consequently missed out 
on it. I can’t be certain that it was in this connection. There was some 
kind of insurance inquiry. 


to the other commis- 
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Mr. Risqur. Well, I would suggest if any other States or many 
other States had taken that approach that this would be a wholly 
impractical situation. It would be a colossal endeavor and I don’t 
know where we would be or any company would be if every State 
wanted followup letters or actuarial tab runs on such matters. 

Senator Monroney. The information we had—I think from Mr. 
Humphries—was, on his letter that he sent out, I presume, from the 
personnel listing of names which he had gotten from your regional 
office on these class II risks—that three times as much came in on his 
letter as had come in on your original letter. 

Mr. Risque. Well, as I say, Senator, we haven’t checked the re- 
sponses that he has or has not gotten and I believe you appreciate 
that we should not. We are not going to say your response is not 
correct, we are not going to pay it. We have just gone along with him. 

Secondly, his particular State did not have a classification program 
until August of 1954, so in essence actually fewer people were em- 
braced in his audit than in the average State where we have gone back 
as far as 1952. 

Senator Monroney. Well, then in the average State they would 
have had more money due them if they had been misclassified. 

Mr. Risqur. If such approach were made whereby you lend the 
official seal of the State and say you may be entitled to a refund. 

Senator Monroney. Isn't that the purpose of the insurance regula- 
tion at State level, to protect the policyholders against being charged 
rates higher than the approved rate. 

Mr. Risque. No, sir, I would say the purpose of State regulations 
is to see that the policyholder is treated equitably, to see that com- 
panies are solvent and also are protected in their business and to see 
that the State is properly protected. It is a threefold program, it isn’t 
just the policyholder. 

Senator Monroney. But wouldn’t it be possible to protect the State, 
the policyholder, and the company, if they were only going to get 
the proper rate that the man deserves. 

Mr. Risqur. Well, when you send out a form that simply asks the 
question, if you sign here you may be entitled to a refund, I would sign 
it, most people would. Insurance companies are fair game today. 

Senator Monronry. I don’t think most people are that dishonest. 

Mr. Risqur. We have the record. 

Senator Monroney. I thought you said 1 out of 4. 

Mr. Risque. One out of four in Texas, that is what bothered us. 

Senator Monronry. What was that sampling you took ? 

Mr. Risque. We took 225 in some category, and 200 in another 
category. The experience was very shocking to us. 

Senator Monroney. But if the overclassification which was testi- 
fied to here was better than 80 percent, I believe, in Texas, then the 
burden of overcharging was an even greater percent on the part of the 
insurance companies ? , 

Mr. Risqur. Then what you get into is two wrongs don’t make a 
right. If you are wrong here, don’t just throw it the other way. We 
felt we have been wrong, we want to be right. We would like to be 
right on the basis of a verified form that says you are entitled to 
something, and we would be very glad to make it proper. 
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Senator Monronry. But I can’t get the distinction bet ween—if you 
send out a letter over your own letterhead that people are going to be 
honest in replying to that, but if it comes out over the letterhead of 
the State insurance commissioner that they are going to be dishonest. 

Mr. Risque. I don’t suggest they are dishonest merely because of the 
seal. Perhaps they are confused by the fact that 

Senator Monronry. You mean you get more replies and therefore 
the percentage of dishonesty w ould pyr ramid, is that correct? 

Mr. Risque. I think so. 

Senator Monroney. Also the percentage of the other 3 out of that 
4 who might be due these refunds, they would be getting their refunds 
if you got back more replies, isn’t that right? 

Mr. Risqu E. I wouldn’t controvert the testimony of Mr. Humphreys. 
IT have the highest regard for him. I don’t know as a fact that it went 
from eight to tw enty- -five thousand. If he says it did, I will accept it. 
I won’t challenge it. I am a little bit surprised myself at any such 
degree of acceleration. 

Senator Monroney. As far as you know, the only two commission- 
ers that really did follow it up were Connecticut and Massachusetts / 

Mr. Risque. No, sir, I would say—— 

Senator Monroney. I mean with the subsequent letter over the 
stationery of the State insurance commissioner. 

Mr. Risqur. No, that isn’t a fact. The commissioner of Oklahoma 
and other commissioners followed their own programs of making pub- 
licity and I think their returns are highly comparable to Massachu- 
setts and Connecticut. 

Senator Monronry. The one of Oklahoma stated a refund may be 
due, and it gave the commissioner’s name which also had an impact, 
probably, of drawing greater attention to the questionnaire and kept 
it from being thrown away than otherwise. 

Mr. Risque. That is correct. 

Mr. Busy. Just a few questions to complete the record. 

What connection is there between Service Fire Insurance Co., 
Patriot Life Insurance Co., and Service Casualty Co., sir? 

Mr. Risque. We are sister companies, affiliates. 

Mr. Bussy. Sister companies, affiliates, each writing a different kind 
of insurance ? 

Mr. Risque. That is correct. 

Mr. Bussy. They are all owned by Commercial Investment Trust, 
Inc., of New York? 

Mr. Risque. That is right. 

Mr. Bussy. Which, in turn, is owned by CIT Financial Corp. ? 

Mr. Risqur. A publicly owned corporation; that is right. 

Mr. Bussy. Do they write for the other subsidiaries of CIT Finan- 
cial Corp., such as Canadian Acceptance, William Iselin & Co., Tuition 
Plan, Inc., CIT Corp., Commercial Factors Corp., Universal CIT 
Credit C orp. is Meinhard & Co., CIT Rediscount, in other words, are 
these insurance companies all related to the other subsidiaries of its 
grandparent, CIT Financial ? 

Mr. Risqur. No, Mr. Busby; just Service Fire and Service Casualty 
are related to the finance business. Patriot Life is a reinsurer of 
Credit Life Insurance, not a direct writer of Credit Life. 

The other companies you have mentioned have no relation to this 
particular situation or to physical damage insurance. 
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You have mentioned several factoring companies in there that are 
wholly unrelated. © Tuition Plan, Inc., is wholly unrelated, an entirely 
different business. If you would like to know what they do, I will 
be glad to tell you, but they are not germane to this question. 

Mr. Bussy. Now the history of Service Fire, it was purchased in 
1939 ; is that correct, or 1938 ¢ 

Mr. Risque. 1938, I believe. I can’t swear to the exact date, about 
193 

Mr. Bussy. Capitalization of $2 million. 

Mr. Risqur. That is correct. 

Mr. Bussy. And I believe there were contributions to surplus which 
also would be capital of $440,000 at that time? 

Mr. Risque. Well, I will be glad to get those figures for you. I 
don’t remember them as such. I don’t carry those in my head. Any 
figures the committee would want as to capitalization structure, addi- 
tions to surplus, I could develop. I can’t say they are right or wrong. 
If you have them there as a matter of fact I wouldn’t disagree with 
them. 

Mr. Bussy. Well, we had our consultants in the Library of Congress 
seeking to find out whether there was a relationship between the 
profits of the company in the years during which misclassification 
was applied, and there was some question about how to use a base for 
net worth of the company. 

Mr. Risqur. Well, I have the loss experience of the company if it 
would be of interest to you for the years 1950 on, if that might show 
you a gain or loss. I think that is the most pertinent measure of our 
success or failure. 

Mr. Bussy. If you could help us here establish a base on net worth 
of the company, is that generally the capital and surplus of the 
company. 

Mr. Risqur. Yes, that is the equity to policyholders and owners, 
the capital plus the earned and contributed surplus. The total value 
of your liabilities are subtracted from your assets is the net worth of 
any company. 

Mr. Buspy. Your capital and surplus grew from 2 million in 1939 to 
approximately 30 million, according to the New York examination 
report in 1954, in a period of 16 years, or 15 years. 

Mr. Risque. If that is the examination report I would have no 
reason to question it, I would accept it. That is not unusual. The 
companies have all had remarkable growth from 1939 to date. 

Mr. Bussey. And in the meantime paid out in cash to its sole stock- 
holder $28,990,000. 

Mr. Risqur. Well, as I said before, Mr. Busby, I don’t remember 
those figures. I would not be living up to my oath if I said that is 
correct, or not correct. I could check or if you have a figure I should 
read from a book I would be glad to verify it. 

Mr. Bussy. This is clipped from the New York examination re- 
port. 

Mr. Risqur. As of December 1954, is that the examination ? 

Mr. Buspy. Yes, sir. 

Mr. Risqur. Well, I wouldn’t question that, I believe that is correct. 

Mr. Busy. I would like to submit that to the witness and have him 
put it in the record. 
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Senator Payne. I might say, on that, the witness is under oath, and 
while those possibly are the figures, I think, in fairness to the witness, 
without the opportunity of checking his books and records, and his 
own financial statements, that he shouldn't be placed in the position 
of saying they are correct. 

Mr. Risque. I appreciate that. I couldn’t really say. I don’t 
know. 

Senator Monroney. I think he could place in the record similar 
figures from your books so we would have it absolutely accurate. 

“Mr. Risque. Well, you could place them in if you have the record 
there. 

Senator Monroney. You could furnish them to us. 

Mr. Risqur. I would be glad to do that. 

Mr. Bussy. Net return on equity since acquisition of the company— 
since 

Mr. Risque. Might I suggest, if you have the actual record there, 
you could put it in ‘the record. If you don’t have it, I could provide it. 

Mr. Bussy. We have had a difficulty in finding a proper base on the 
thing, and we didn’t want to be unfair about it. Regarding specifi- 
cally misclassification, your combined loss and expense ratio from 
Best’s would indicate the approximate profit per policy written, 
would it not ¢ 

Mr. Risque. Well, again, without Best’s, I don’t know. I am not 
that astute. 

Mr. Buspy. Well, the combined ratio of loss and and expense, the 
total of that subtracted from a hundred would indicate approximately 
your profits during these years, would it not ? 

Mr. Risqur. Well, I would imagine so. I would like to see the 
particular pages from Best’s. I am a little vague on this. 

Senator Monronry. I think this would be much better supplied by 
the company, and I am sure if we make clear exactly what we want 
we would save a lot of time and save the hazard with the witness being 
under oath. 

Senator Payne. If I might suggest, if he would be good enough 
when he returns, if he would take, as he undoubtedly has, the Best 
report, and if he would be willing to compare that with his own finan- 
cial statements, and also his structure of dividends, and the net premi- 
ums, admitted assets, and capital surplus, which is contained in this 
summary that we have here, and be willing to submit that to the 
committee so that then there is no question as to what the figures are, 
and then they could be included in the report. 

Senator Monroney. Senator Payne, do you have anything further? 

Senator Payne. No; I have nothing further. 

Senator Monroney. Thank you very much for appearing and sub- 
mitting to questions, and also giving us the benefit of your experience 
inthis. We intend to pursue the study, and your courtesy in appear- 
ing here will help us, and we appreciate it. 

The committee will stand in recess until 10 o’clock tomorrow morn- 
ing, when we meet.in F-41. The witness will be Mr. H. F. Van Horn, 
president of Calvert Insurance Co., and Mr. Cobb, vice president of 
Industrial Insurance Co. 

The committee will now stand in recess. 

(Whereupon, at 4:25 p. m., the subcommittee adjourned.) 
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(Pertinent correspondence between the subcommittee and Service 
Fire Insurance Co. is as follows:) 


JANUARY 3, 1957. 
Mr. Emit C. CHERVENAK, 
President, Service Fire Insurance Co., 
New York, N. Y. 

DEAR Mr. CHERVENAK: AS you may know, this subcommittee has been studying 
automobile-marketing practices for nearly 2 years now. The National Business 
Bureau and others have urged that a study be made of the alleged “misclassifi- 
eation” of automobile collision insurance policyholders. Your company, Service 
lire Insurance Co., has been mentioned in connection with the “misclassifica- 
tions.” 

This letter is to let you know, in advance, of our interest in this matter, and 
to express our hope that you will cooperate with us in developing the pertinent 
facts involved. We also want you to know that the subcommittee intends to 
consider the problem of automobile insurance without prejudgment and with 
every consideration of the views of all parties concerned. 

Hearings will be held in the near future. You will, of course, be afforded 
the opportunity to give the subcommittee the benefit of your testimony, if you 
wish to appear. As soon as a definite date is set for hearings on this matter, 
you will be notified in order that you might adequately prepare a statement. 
We will make every effort to schedule your appearance to suit your convenience. 

Very truly yours, 
A. S. MIKE MoNRCNEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


JANUARY 22, 1957 
Mr. Emin C. CHERVENAE, 
Service Fire Insurance Co. 
New York, N. Y. 

Dear Mr. CHERVENAK: Enclosed you will find an interrogatory which we are 
submitting to your company and others to help us determine pertinent facts in 
our study of automobile-insurance “misclassifications.” We hope that you will 
submit your answers to these questions to us as soon as conveniently possible. 

Since it is the intention of the subcommittee to proceed with this matter at an 
early date, I hope you will make every effort to expedite the gathering of this 
data. Please do not delay the forwarding of any part of it because of the, 
unavailability of any other part. If you do not have, and are unable to get, 
any part of this information, please advise us to that effect. 

The subcommittee will certainly appreciate your help on this matter. 

Very truly yours, 
A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


INTERROGATORY 


1. Please state the total number of collision-insurance policies which your 
company issued in each year 1950 to 1955, inclusive, by State. 

2. Please state the number of collision-insurance policies which your company 
issued in classes I, II, and ITI in each year, 1950 to 1955, inclusive, by State. 

3. What action, if any, has your company taken to prevent “misclassifications.” 

4. If form letters were sent to your policyholders to determine whether or not 
they were “misclassified,” please include a copy of such letter and state the 
number of letters sent and the number of replies received, by State. 

5. Please state the number of replies, if any, from policyholders requiring re- 
funds, by State. 

6. Please state the total amount and number of refunds, if any, sent to policy- 
holders, by State. 

7. Please state the average amount, if any, returned to the policyholders, by 
State. 
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SERVICE FirE INSURANCE COMPANY OF NEW YORK, 
New York, N. Y., January 28, 1957. 
Hon. A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 

DEAR SENATOR MONRONEY : Mr. Chervenak asked me to acknowledge your letter 
of January 22. } 

The matter is having our attention and we will be in touch with you again 
shortly. 


Sincerely, 
J. PAGE R1sQuE, Vice President. 


FEBRUARY 12, 1957. 
Mr. Emin C. CHERVENAK, 
Service Fire Insurance Co., 
New York, N. Y. 

Dear Mr. CHERVENAK: We have not received the data which the subcommittee 
requested in its interrogatory of January 22. As requested in that letter, please 
do not delay the forwarding of any part of it because of the unavailability of any 
other part. If you do not have, and are unable to get any part of this information, 
please advise us to that effect. . 

Also, you will find enclosed a first supplemental interrogatory which we are 
submitting to you on the same basis. It is my understanding that the information 
asked for in this should be readily available to you. 

We will appreciate your prompt attention to this matter. 

Sincerely yours, 


A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


First SUPPLEMENTAL INTERROGATORY 


1. Please state the number of cars exposed to loss for each year (i. e., car 
years) under your company’s collision coverage during each year, 1950-55, in- 
clusive, by State. 

2. Please state the total number of cars exposed to loss for each year (i. e., 
car/years) covered by your company in classes I, II, and III in each year, 1950—- 
55, inclusive, by State. (Please indicate States in which such classes are not 
used by permission of State insurance department). 

38. If no refunds to policyholders have been sent in certain States in which 
‘your company writes collision insurance policies, please indicate the reason, 
by State. 

SERVICE FIRE INSURANCE COMPANY OF New York, 
New York, N. Y., February 15, 1957. 
Hon. A. 8. Mike Monroney, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 

Dear SENATOR MONRONEY: This supplements our letter of January 28, and is 
in answer to your interrogatories to which the items below correspond nu- 
merically. 

1. We do not have statistics as to the number of collision insurance poli- 
cies issued by our company in the periods you mention prior to July 1955. 
There has not been occasion in the ordinary course of our business to record 
such data. Since July 1955, when we installed new procedures to assure 
the accuracy of collision classifications, we have, however, maintained such 
records. Such information is set forth in enclosure A. On the possibility 
that it may be helpful to you, we are also setting forth corresponding 
figures for 1956. 

2. We likewise do not have information as to the number of policies in 
the various collision classifications prior to July 1955. We have, however, 
for the reasons stated above, recorded the number of risks in the various 
classes from that date through 1956. These are set forth in enclosure B. 
We believe that the subcommittee understands that the collision classifica- 
tion plans were not at all uniform in the various States, either as to effective 
dates or number of classes within the plans. In one State there has never 
been a classification plan; in some States there were no plans at all until 
comparatively recently ; in others, the plans varied from a 2-class plan to a 
10-class plan. To deal with the problem of varying classifications in the 
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fizures we have shown, classes 1 and 2 include subelassifications. For ex- 
ample, class 1 includes 1F; class 2 includes classes 2F, 2D, and 2DF, where 
applicable. 

3. We initiated a procedure in July 1955, under which a completed rating 
statement is obtained for every policy issued. A similar requirement was 
incorporated in all State rating plans effective February 1, 1956. 

4. Form letters, as approved by the various States and sent to policy- 
holders to determine the accuracy of collision classifications are attached, 
designated as enclosure ©. Different rating plans were in effect in different 
States, and, therefore, the States in which the letters were used are desig- 
nated on the reverse side of each. The number of letters sent and the number 
of replies received are set forth in enclosure D. Some of the State insurance 
regulatory authorities carried out various followup procedures of their own. 

5. The number of replies from policyholders requiring refunds is also set 
forth in enclosure D. 

6. The number and total amount of refunds appears in enclosure D. 

7. The average amount returned is included in enclosure D. 

If you have any questions regarding the foregoing we shall be pleased to discuss 
them with you or with your staff. 

Yours very truly, 

J. Pace Risque, Vice President. 


ENCLOSURE A 


Number of collision insurance policies issued, July 1955 to December 1955, 
inclusive 


Number of Number of 
State: policies issued | State—Continued policies issued 
Alabama_-__- 9, 939 Nebraska 1, 644 
Arizona......~..-.2«.—4:; , 581 | Nevada _ 13 
Arkansas_-_--~- 380 | New Mexico 149 
California 454 New Jersey 761 
COLGPRRG vos ncn rmnncinnne were 2, 090 New York 927 
Connecticut 4, 067 North Carolina 13: 
Delaware . - 135 North Dakota 163 
District of Columbia : 1,315 UUme” —— 653 
Florida 9, O76 Oklahoma 238 
Georgia , 289 Oregon —__ 520 
Idaho 794 | Pennsylvania 607 
WRI EN i ect tae 13, 076 Rhode Island__- 179 
Indiana 4,217 South Carolina________- a4 034 
Iowa 2,424 South Dakota 490 
Kansas-_-_------------.--- » 715 Tennessee 5, 527 
Kentucky Siac , o97 439 
Louisiana 691 ernie 
Maine , 489 paid 
Maryland , 179 ; 486 
Massachusetts________ 7, 989 083 
Michigan 14, 346 West Virginia 798 
Minnesota_...._..__.._..._. 2,678 Wisconsin : 335 
Mississippi-__-_- 8, 208 Wyoming 298 
Missouri mil 7,843 
Montana___.______- 1, 507 TE acs h ace 253, 112 
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Number of collision insurance policies issued, 1956 


Number of Number of 

State: policies issued | State—Continued policies issued 
Alabama —___--- Seana SOI 8 ans caw coe in ws wi on 2, 506 
Arizona Seat CNS ee ee oe a en 50 
Arkansas 5, 5 New Jersey_______-_- 14, 564 
California New Mexico 2, 659 
Colorado New York 25, 338 
Connecticut : North Carolina_...___-_ 10, 497 
Delaware North Dakota____ . 1, 976 
District of Columbia 669 Ohio : 17, 148 
Florida 675 7, 533 
Georgia 3, 600 Oregon : 793 
NE ek sete Steed 891 Pennsylvania____- 4, 458 
Illinois 190 Rhode Island 291 
Indiana : 712 South Carolina_______- 5, 902 
Iowa 431 South Dakota 678 
Kansas __- : ; 329 Tennessee s 052 
BONMUCKs SoS uw) OGOT 994 
Louisiana 3820 ; . , 018 
Maine 151 Vermont___. aes 602 
peerytand 225. t;. 8, 527 Virginia____- 678 
Massachusetts ; 274 Washington______ 440 
Michigan 481 West Virginia 9, 698 
Minnesota 070 Wisconsin___ oe ; 8, 927 
Mississippi 390 Wyoming 1, 629 
Missouri — 701 . 
Montana 581 Total 





ENCLOSURE B 


Number of collision insurance policies issued in classes 1, 2, and 8, July 1955, 
to December 1955, inclusive 


| 
State Class 1 | Class 2 | Class 3 | State | Class 1 | Class 2 | Class 3 


ae ae 3, 895 364 Nebraska- 899 610 135 
Arizona_..._-.- in (ahaa 417 | 46 Nevada eia 10 | 3 0 
Arkansas. _..---- |} 4,669 / 2,435 | 276 || New Mexico--. : 666 | 422 61 
California___._---- 5, 225 1, 830 399 || New Jersey...........| 5,949 2, 336 476 
Colorado__...___- | 1,079 871 | 140 || New York . 11, 949 4, 303 675 
Connecticut _-..._-- 2,830; 1,112 125 ||} New Carolina 4,016 | 2,995 122 
Delaware - na 89 38 8 || North Dakota_- 644 | 459 | 65 
District of Columbia._| 956 298 61 || Ohio. : _ 6,995 | 3,190 468 
Florida. - , --| 6,831} 2,965 | 380 || Oklahoma . 2, 277 1, 792 170 
Georgia... __- * -| 5, 437 3, 451 | 401 || Oregon... .- a 311 194 15 
Idaho__. pine 452 283 59 || Pennsylvania 11, 308 4, 628 671 
Tilinois__..-- r**7, 7 5, 352 (') |, Rhode Island- : 688 | 429 62 
Indiana__- nits oak ee 1, 632 202 || South Carolina. _- 3, 563 2, 285 186 
Iowa... : 1, 214 | 988 | 222 || South Dakota___. 254 189 | 47 
Kansas -_ - : | 2,720 1, 750 245 || Tennessee - - - 1, 874 | 293 
Kentucky - -- , 914 282 || Texas... | 12,795 7, 197 | , 440 
Louisiana...------ 35 | 222 34 || Utah..... ; 388 | 345 24 
tween f 847 | 94 || Vermont__-- 3% 148 | 18 
Maryland___-. ; 1, 065 219 Washington... a 669 99 
Massachusetts ae | 2,176 398 || West Virginia | 3,441 | 1,251 106 
Michigan_ —— | 65,105 495 || Wisconsin. - -- 3,512 | 2,368 | 455 
Minnesota_.----- 4 972 235 || Wyoming_-- . 594 | 566 38 
Mississippi. - . - . 3, 280 | 162 |—_—_—_— = 
Missouri... .__--. 2, 528 | 507 Total... . 84, 138 | 11, 023 
Montana. - ----. 559 4n 


— ——— 


1 Not applicable. 
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Number of collision insurance policies issued in classes 1, 2, and 3, 1956 


State Class 1 Class 2 | Class 3 State Class 1 | Class 2 } Class 3 


Alabama.__- 10,998 | 3,890 790 || NebrasKa.............| 1,510 226 
Arizona_. ts 2, 251 | 556 103 Nevada . ‘ 41 ( 0 
Arkansas... 10, 654 4, 332 574 New Jersey _| 11,157 2, 756 651 
California... ._- foul , 660 1, 623 133 New Mexico x 1, 664 & 165 
Colorado_____- ; | , 407 | 937 370 New York 19, 295 72: 1, 320 
Connecticut - - .__- 5, 296 1, 514 300 || North Carolina | 6,866 | 3,156 475 
Delaware | 389 169 24 North Dakota... ; 1, 144 | B5 181 
District of Columbia..| 1, 323 | 263 BB. ORM. ood 4. tiegedie | 12, 140 | , 136 872 
Florida___-_- 10,537 | 3,241 897 || Oklahoma__- og gael wy , 180 | 442 
Georgia- 9, 109 , 739 752 Oregon _ - ; - 548 | | 55 
Idaho_-_ $ | 596 | 210 85 Pennsylvania. -- _.| 17,674 | 1,075 
Illinois__- _ _.| 16,003 | 180 7 || Rhode Island Pe 930 102 
Indiana. .-- | 3,869 464 379 South Carolina__. 4, 137 5 294 
Iowa.- ake : 2, 685 250 496 South Dakota. _. 378 98 
Kansas... .. Lu “eee 3 387 578 Tennessee . _ _- ..| 6,303 2, 465 
Kentucky 6, 722 214 571 ei ac ahecn) ait tae 

Louisiana... -- ---| 8,109 532 679 || Utah iat al 600 | 

Maine- Soreeeecbiele eee | , 010 201 Vermont__. d 406 

Maryland___. 6, 337 715 75 || Virginia_..-- 9, 692 | 

Massachusetts- -----_- 7, 191 517 566 Washington. ---_- } 1,691 | 
Michigan.-........-.-. 9, 937 , 908 636 || West Virginia___. . 7, 283 


o8 


ON HS er p90 


Minnesota. 2,381 | 1,208 | Wisconsin. - . ‘ 5, 351 | 
Mississippi - - - - -- 10, 332 4, 274 4 W yoming-.---- -| 1,061 | 
a 8,616 | 3,006 \——___——— 
Montana. -_- . 1, 059 428 ¢ Totals_- | 293, 299 


ENCLOSURE C 
Two-CLass PLAN 
MISSISSIPPI, NORTH CAROLINA 
SERVICE FIRE INSURANCE COMPANY OF NEW YORK, 


Policy No. 
Effective date of policy_-_ 

DEAR PoLICYHOLDER: As certain of our policyholders may be entitled to lower 
cost collision insurance on their cars, we are making an audit to determine the 
accuracy of the premiums charged. To assist us in determining this, will you 
please give us the following information: 

1. Were you under 25 years of age on effective date of policy shown above. 
Yes __._-- If answer is “no” state your date of birth: 
Month __-__ } ; 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes No If answer to 
this question is “yes”, please list the name and date of birth (month, day and 
year) of each such driver : 

8. Is the automobile used for any business purpose other than driving to and 
from work? Yes No _- _... (This question does not apply 
if your sole occupation is farmer or clergyman. ) 

4. State your occupation: 

If any of the questions 1, 2, or 3 are answered “no”, this form must be signed 
and sworn to before a Notary Public and returned in the self-addressed envelope 
enclosed. 

SERVICE FIRE INSURANCE COMPANY. 
STATE OF 
County of 
, being duly sworn, deposes ani 
says that the information given above is true and correct. 


(Policyholder’s signature) 
Subscribed and sworn before me this_____-____- sicily, COMI Oa thin Aetcecee 
, Notary Public. 
Commission expires 





278 AUTOMOBILE MARKETING PRACTICES 


LETTER APPLICABLE TO 4-CLASS PLAN AS OF JUNE 30, 1955, AND 2-CLAass PLAN 
Prion THERETO 


ILLINOIS 


SERVICE Fire INSURANCE COMPANY OF NEW YORK, 


Poliey No. 
Effective date of Policy 


Dear Portcynorper: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a lower 
cost on your policy described above, it is important that the following form be 
completed and returned as promptly as possible: 

1, Were you under 25 years of age on effective date of policy shown above, 
seer No If answer is “No,” state your date of birth: Month 

ay 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes ___. No If answer to this question is 
“Yes,” please list the name and date of birth (month, day, and year) of each such 
driver. 

3. Is the automobile used for any business purpose other than driving to and 
from work? Yes No (This question does not apply if your sole 
occupation is clergyman.) 

4. Indicate whether your sole occupation is that of farmer. Yes _-.. No 

If any of the questions: 1, 2, or 3 are answered “No” or, if the question 4 is 
answered “Yes,” this form must be signed and sworn to before a notary public 
and returned in the self-addressed envelope enclosed. 

SERVICE FIRE INSURANCE Co. 
STATE OF 
County of 
, being duly sworn, deposes and says that the information 
given above is true and ‘correct. 


(Policyholder’s signature) 


Subscribed and sworn before me this DPWE cdicccnnwniannes ., 1956. 
, Notary Public. 


Commission expires 


LETTER APPLICABLE TO 5-CLASS PLAN AS OF JUNE 30, 1955, AND 3- ANb 2-CLASS 
PLANS PRIOR THERETO 


ALABAMA, FLORIDA, GEORGIA, INDIANA, KANSAS, KENTUCKY, MASSACHUSETTS, MICH- 
IGAN, MINNESOTA, NEBRASKA, NEW JERSEY, NORTH DAKOTA, SOUTH CAROLINA, 
SOUTH DAKOTA, TENNESSEE, WEST VIRGINIA, WISCONSIN 


SERVICE FiRE INSURANCE COMPANY OF NEW YORK, 


Policy No 
Effective date of policy 


DEAR POLICYHOLDER: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a lower 
cost on your policy described above, it is important that the following form be 
completed and returned as promptly as possible. 

1. Were you under 2 25 years of age on effective date of policy shown above 

If answer is “No,” state your date of birth: 


2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above. Yes____________.No If answer to this 
question is “Yes,” please list the name and date of birth (month, day, and year) 
of each such driver. 

3. Is the automobile used for any business purpose other than driving to and 
eee we, 2 nt No 

4. Indicate whether your sole occupation is that of clergyman or farmer. 

If answer is “Yes,” state which 
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If any of the questions: 1, 2, or 3 are answered “No” or, if the question 4 is 
answered “Yes,” this form must be signed and sworn to before a notary public 
and returned in the self-addressed envelope enclosed. 

SERVICE FIRE INSURANCE Co. 
STATE OF 


, being duly sworn, deposes and says that the 
information given above is true and correct. 


(Policyholder’s signature) 


Subscribed and sworn before me this day of , 1956. 
, Notary Pubdlic. 


Commindion empires.) =.) Boras 1k. 


LETTER APPLICABLE TO 7 CLASS PLAN AS OF JUNE 30, 1955, AND 5, 3, AND 2 CLASS 
PLANS Prior THERETO 


ARIZONA, COLORADO, CONNECTICUT, DISTRICT OF COLUMBIA, MARYLAND, NEVADA, 
MONTANA, NEW MEXICO, NEW YORK, PENNSYLVANIA, RHODE ISLAND, VERMONT, 
WASHINGTON, WYOMING 


SERVICE FIRE INSURANCE COMPANY OF NEW YORK. 


Policy No 
Effective date of policy 


Dear PoLicyHoLpeR: We are making an audit to determine the accuracy 
of premiums charged on collision insurance. As you may be entitled to a lower 
cost on your policy described above, it is important that the following form 
be completed and returned as promptly as possible: 

1. Were you under 25 years of age on effective date of policy shown above? 

If answer is “No,” state your date of birth: Month 


2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above? Yes_----- No If answer to this question is 
“Yes,” please list the name and date of birth (month, day, and year) of each 
such driver. 

3. If a driver under age 25 is female, state whether she is owner or principal 
driver of automobile: Yes_._.._.. N 

4. Is the automobile used for any business purpose other than driving to 
and from work? Yes__---- No 

5. Indicate whether your sole occupation is that of clergyman or farmer. 

‘ If answer is “Yes,” state which 

6. Complete the following if all drivers under age 25 have successfully 
completed a driver education course approved by your State department of 
education : 

(a) Name of driver 
(b) Give name and address of school where driver education course was 
completed : 


(Name of school) (Street) (City) (State) 
(ad) If there was more than one driver under 25, use reverse side of letter 
for others. 

If any of the questions 1, 2, or 4 are answered “No,” or, if the questions 3 or 5 
are answered “Yes,” or, if 6 is filled in, this form must be signed and sworn to 
before a notary public and returned in the self-addressed envelope enclosed. 

SERVICE FIRE INSURANCE Co. 
STATE OF 
Wey On ee eS. ss: 
being duly sworn, deposes and says that the information 
given above is true and correct. 


(Policyholder’s signature) 
Subscribed and sworn before me this ____ day of 


, Notary Public. 
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Letrer APPLICABLE TO 5 CLASS PLAN As OF JUNE 30, 1955, AND 3 AND 2 CLass PLANS 
Prion THERETO 
ARKANSAS 


SERVICE FirE INSURANCE COMPANY OF NEW YORK 


Policy No : 
Effective date of policy ~.-------- 


Dear PoLicyHoLper: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a refund 
on your policy shown above, it is important that the following form be com- 
pleted and returned as promptly as possible. 

1. Were you under 25 years of age on effective date of policy shown above. 
Yes If answer is “no,” state your date of birth: 
Month 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes __-------~- No . If answer to this 
question is “yes,” please list the name and date of birth (month, day and year) 
of each such driver. 

3. Is the automobile used for any business purposes other than driving to and 
from work? 

4. Indicate whether your sole occupation is that of clergyman or farmer. 

If answer is “yes,” state which 

If any of the questions: 1. 2. or 3 are answered “no” or, if the question 4 is 
answered “yes,” this form must be signed and sworn to before a notary public 
or justice of peace and returned in the self-addressed envelope enclosed. 

SERVICE FIRE INSURANCE Co. 


, being duly sworn, deposes and says that the 
information given above is true and correct. 


(Policyholder’s signature) 
Subscribed and sworn before me this ________ day of —_- , 1956. 
Notary Public or Justice of Peace 
My commission expires 


» 


LETTER APPLICABLE TO 5 CLASS PLAN AS OF JUNE 30, 1955, AND 3 AND 2 CLASS 
PLANS PRIOR THERETO 


MISSOURI 


SERVICE FIRE INSURANCE COMPANY OF NEW YORK 


Policy No 
Effective date of policy 


DEAR POLICYHOLDER: We are making an audit to detemrine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a refund 
on your policy described above, it is important that the following form be 
completed and returned as promptly as possible. 

1. Were you under 25 years of age on effective date of policy shown above? 

If answer is “no,” state your date of birth: Month 


z. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above? Yes If answer to this question 
is “yes,” please list the name and date of birth (month, day, and year) of 
each such driver. 

3. Is the automobile used for any business purpose other than driving to 
and from work? Yes ‘ 

4. Indicate whether your sole occupation is that of clergyman or farmer. 

If answer is “yes,” state which ‘ 

If any of the questions: 1, 2, or 3, are answered “no” or, if the question 4 

is answered “yes,” you may be entitled to a refund and in that event, this form 
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must be signed and sworn to before a notary public and returned in the seif- 
addressed envelope enclosed. 
SERVICE Fire INSURANCE Co. 
RATE OF cs nec 
County of ; 
seas eieneaomi ai ange ., being duly sworn, deposes and says th 
the information given above is true and correct. 


(Policyholder’s signature) 
Subscribed and sworn before me this , 1956. 
, Notary Public. 
Commission expires 


LETTER APPLICABLE TO TwWo-CLASS PLAN 
OKLAHOMA 


SERVICE Fire INSURANCE COMPANY oF New York 


POMCG INGOs: caliheicisisiintes bithetine 
Effective date of policy 


DEAR POLICYHOLDER: In order to assist the Honorable Joe B. Hunt, insurance 
commissioner for the State of Okiahoma, in verifying the amount of premiums 
charged you on your automobile insurance policy noted above, we are making an 
audit. As you may be entitled to a refund on your policy shown above, it is 
important that the following form be completed and returned as promptly as 
possible. 

1. Were you under 25 years of age on effective date of policy shown above? 
Yes No____. If answer is “No,” state your date of birth: Month 
day _......... year 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above? Yes___. No If answer to this question is 
“Yes,” please list the name and date of birth (month, day, and year) of each such 
driver. 

3. Is the automobile used for any business purpose other than driving to and 
from work? Yes____ No____. (This question does not apply if your sole occu- 
pation is farmer or clergyman.) 

4. Indicate whether your sole occupation is that of farmer, rancher, or clergy- 
man. If answer is “Yes,” state wittch 2. f::4 aims -c) este casi celine ee 

The correctness of your answers must be certified by you below. We reserve 
the right to verify the information before any refund of premium is made. 

A self-addressed envelope is enclosed for your convenience in returning the 
completed form to us. 

SERVICE FIRE INSURANCE Co. 


POLICY HOLDER CERTIFICATION 


I certify that the information given above is true and correct. The insurance 
company may rely upon such information for purpose of reclassification of my 
policy. 


(Policyholder’s signature) 

Nore.—While you are not required to do so, if you will swear to your answers 

before a notary public or justice of the peace, premium adjustment to which you 

may be entitled can be made more quickly. Should you be entitled to a refund, 

50 cents additional will be allowed as reimbursement for a notary fee. The fol- 

lowing form is provided for this purpose. 

STATE OF OKLAHOMA, 
County of ___--~ 

being duly sworn, deposes 

1 above is true and correct. 


(Policyholder’s signature) 
Subscribed and sworn before me this ________ day of 


= Notary Public or Justice of the Peace) 
My commission expires 
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LETTER APPLICABLE TO 5-CLass PLAN AS OF JUNE 30, 1955, AND 3- AND 2-CLAss 
PLANS PRIOR THERETO 


IOWA 


SERVICE FIRE INSURANCE COMPANY OF NeW YORK 


WONGF FING dees ctudseseecdh 
Effective date of policy 


DeEAR POLICYHOLDER: We are making an audit to determine the accuracy of 
premiums charged on collision insurance. As you may be entitled to a lower 
cost on your policy described above, it is important that the following form 
be completed and returned as promptly as possible. 

1. Were you under 25 years of age on effective date of policy shown above. 
a No If answer is “No” state your date of birth: Month 
Day 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes If answer to question is 
“Yes,” please list the name and date of birth (month, day, and year) of each such 
driver. 

3. Is the automobile used for any business purpose other than driving to and 
from work? 

4. Indicate whether your sole occupation is that of clergyman or farmer. 
. No If answer is “Yes,” state which 

The correctness of your answers must be certified by you below. 

A self-addressed envelop is enclosed for your convenience in returning the 


completed form to us. 
SERVICE FIRE INSURANCE Co. 


POLICYHOLDER CERTIFICATION 
I certify that the information given above is true and correct. 


(Polieyholder’s signature) 
Nore.—While you are not required to do so, if you will have your answers 
notarized, premium adjustment to which you may be entitled can be expedited. 
The following form is provided for this purpose. 
STATE oF Iowa, 
County of 
being duly sworn, deposes and says that 
the information given above is true and correct. 


(Policyholder’s signature) 


day of , 1956. 


(Notary Publie or Justice of the Peace) 
My commission expires 


STATE OF OHIO, DIVISION OF INSURANCE, 
Columbus. 
In re Lake Shore Insurance Exchange. 

DeEaR Sir oR MADAM: The division of insurance is conducting a survey to deter- 
mine whether insurance policies of the Lake Shore Insurance Exchange, and 
other insurers, have been issued at the proper rates. 

The records of Lake Shore indicate that you purchased an automobile physical 
damage (fire, theft) policy between October 19, 1953, and June 30, 1955. 

In order for us to determine whether your policy was issued at the proper 
rate, will you please answer the questions on the enclosed form. 

When you have completed it, please place it in the enclosed self-addressed 
envelope and mail it. No additional postage is required. 

Your cooperation will be greatly appreciated. 

Very truly yours, 
AUGUST PRYATEL, 
Superintendent of Insurance. 
P. S.—This is the only notice you will receive. Please cooperate by attending 


to the matter now. 
ALP. 
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LETTER APPLICABLE TO 5-CLASS PLAN AS OF JUNE 30, 1955, AND 3- AND 2-CLass 
PLANS PRIOR THERETO 


OHIO 


To: August Pryatel, Superintendent of Insurance, State of Ohio. 
Re Lake Shore Insurance Exchange, policy number, effective date of policy. 


1. Were you under 25 years of age on the effective date of policy shown above? 
If answer is “No,” state your date of birth: 
Month ; 
Were there any drivers of the insured automobile in your household under 25 
years of age on the effective date of policy shown above? 
If answer to this question is “Yes,” please list the name and 
date of birth (month, day, and year) of each such driver. 

3. Was the insured automobile used for any business or professional purpose 
(other than driving to and from work) on the effective date of policy shown 
above? 

4. Indicate whether your sole occupation was that of clergyman or farmer 
on the effective date of policy you have shown above: Yes_____---- . No 


(Policyholder’s address) 


ENCLOSURE D 


Results of collision classification audit 


Number of Number of Total 
State Number of replies replies amount of Average 
letters sent received requiring refunds refund 
refunds 


Alabama. -.....------ ioc 2, 082 ’ , 25 $54, 158. 
Arizona boc ih . 3, 197. 
ASHODGNS. . on<05«- 7 5, 407 2, 512 .§ 59, 424. 7 
Colorado. - rs i < 2, 86: 33 1 11, 083. 90 
Connecticut_ -- re 5. 5, 936 5, 36 130, 065. 68 
District of Columbia- - 2 ‘ 9, 763. 53 | 
Florida. -_--- A 2, 3, 2, 76, 369. 76 
Georgia —— : és 7h ye 996 39, 819. 97 
Iilinois- - - .-- bedi 26, ; 5, 2: 3, 928 , 364. 70 
Indiana-. - - sein ail ciao , Of , 13% 99 | , 140. 26 
Iowa- - josisecdbbacabuoces 3, 92% 5 | é , 926. 63 | 
NI Ides Sab de tdstudéuneed ded i, § 17 i 22, 946. 79 | 
Kentucky 3, 733 , 480 , 192 230. 48 
Maryland : : , 138 28 | 5 , 831. 53 
Massachusetts- -_-- selectins 2, 075 . 247 | 97 24, 113. 61 | 
Michigan... ; a da | 5, 306 2, 7 | , 665 , 590. 68 
ene 2, 35: 26 , 083. 33 
Mississippi actinic acta 5, 27% 2, 1 , 647 , 260. 73 
Missouri-_-.-.----- Niiduscine wana , 318 3, 7 3, 276 28, 613. 55 
Montana_---- pos tgis 3 , 097 | 4 3, 583. 40 
Nebraska. --- -.- , 62 26: 5, 497. 67 | 
PTOI S 5 wc abeccncccescces 28 | 73. 00 | 
New Jersey lawe Kawa 2g , 840 | . , 724. 
New Mexico besos | , ORS 194 5 5, 785._5$ 
New York | 31, 727 | , 413 5, ), 219. 5: 
North Carolina_.__---- a a | , 9 , 454 | , 026 3, 964. 
North Dakota-- Pil F oil eetad , 435 | 291 ‘ , 301. 6 
CR. cotiinaduinin aici , 02+ ead  OO§ , 172. 8¥ 
Oklahoma-.---- Sata lisa salina’ , 366 | 3, 638 | ; | 31, 130. 8£ 
Pennsy lvania___- s odawwe »2 757 , 32s 3, 673. 57 
Rhode Island ; | 956 215 35 5, 752. 
South Carolina . Rees 3, 86 534 378 5, 532. 66 
South Dakota. “a sapien a 5A! 87 | } , 661. § 
Tennessee _ _..__- se dacbal ‘ 813 613 | 2, 607. 7% 
» , 103 | 3, 525 | 083 , 660. 
eS err QR: 182 138 3, 922. 
Washington__..__.- Seo , 381 | 268 | 157 , 912. 18 
West Virginia Ri iliac 2, 95¢ 639 524 | 19, 637. § 
Wisconsin 283 | 753 497 11, 697. 5: 
Wyoming. -........-.-..---- Sakae , 460 | 246 149 | 5, 076. 


Total 62, 445 | 51,063 | 1, 463, 173. 34 | 











Hon. A. S. MrkE MonroNey, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 







Busby when I was in Washington last Thursday : 









organization, as statistical agent, from time to time. 











making a continuing study of the situation. 
Sincerely, 









SERVICE FIRE INSURANCE COMPANY OF 
New York, N. 






DAvIp Bussy, Esq., 
Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 







sar business for each of the years 1950 through 1955: 





Year: 









diately available and had to be broken out of total writings. 






pertinent to your inquiry. 








statistical runs. 
Sincerely, 
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SERVICE FirE INSURANCE COMPANY OF New York, 
New York, N. Y., March 1,1957. 


DEAR SENATOR MONRONEY: Set forth below are our answers to the first supple- 
mental interrogatories recently submitted to us which I discussed with Mr. 


1, 2. I told Mr. Busby we have never had occasion to compile such data and to 
do so at this time would involve considerable time and money. 
appreciate, in the course of any business, only those statistics are compiled that 
are useful and necessary to its operation. For us to have made a compilation 
of risks and classifications by car years and States would have served no purpose 
in our business. Any need for compiling data for ratemaking and allied functions 
is obviated by our membership in the National Automobile Underwriters Associa- 
tion, which handles that function. Individual data cards are transmitted to that 


3. Refunds were made by us in all States except those hereinafter specifically 
mentioned. No refunds were made in Louisiana, New Hampshire, or Virginia, 
because those States had no rating plans calling for classification. 
were made in California, Delaware, Idaho, Maine, Oregon, or Utah for the follow- 
ing reasons: The possibility of misclassification of collision policies was indicated 
by a National Automobile Underwriters Association convention examination; 
and the implementation of a survey to determine whether or not there was is- 
classification was within the jurisdiction of the individual States. 
of misclassification was not uniform, and there were different plans in the various 
States at different times. The insurance departments of each of these States 
informed us that a survey would be unnecessary unless we were advised to the 
contrary. These departments had apparently determined either that no problem 
of misclassification existed in their respective jurisdictions, or that they were 


No refunds 


The problem 


J. PAGE Risquer, Vice President. 





New YORK, 
Y., April 1, 1957. 


Dear Mr. Bussy: This will confirm our phone conversation at noon today in 
which I provided you with the information requested in your wire of March 
Set forth below are our net direct collision premiums written on private passenger 


Net premium 


TN a ic dsc cin de aman e wis to tgs ie imo wn sv nei ota tbe al ah 
en  ictage A ce natant ep odbiehees mere aienesmaenmmomarnaet 
a i a si a aa ae els 
a Na sk etn sateen sean tend caveman al enw 
i A chsh th ck ceeiiiueek eo lem evrep ap an enapeemieneienemam 
I Ee 8 the wc eect elder iiwnesuasin enemas 
As I had explained to you Friday, and again today, these figures were not imme- 
The figures have, 
therefore, been developed by the elimination, on as accurate a percentage basis as 
we could ascertain, of premiums for classes of business and kinds of coverage not 


42, 900, 676 


45, 471, 058 


You asked whether similar figures were available for New York State alone. 
I indicated to you that I doubted it very much if they were, but that I would check 
and let you know. I have made such a check and am able to tell you definitely 
that such figures are not available, and, to the extent that tabulation cards are 
available for the early years, could only be developed through extensive and costly 


J. PAGE Risque, Vice President. 
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ApriL 16, 1957. 


AUTOMOBILE MARKETING PRACTICES 





SERVICE FIRE INSURANCE Co., 


Care of Paul Weiss, Rifkind, Wharton & Garrison, 
New York, N. Y. 


Deak Stirs: During the subcommittee’s recent hearings, we requested that you 
send additional information to complete the subcommittee’s record. 

Also a few supplementary questions have presented themselves. You will find 
these contained in the enclosed interrogatory which we hope you will answer 
expeditiously. 

In your acknowledgment of this letter please indicate whether any part of the 
data requested is presently unavailable and let us know how long it will take you 
to develop it. Do not delay the submisison of any part of this information 
because of the unavailability of any other part. 

Very truly yours, 
A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


SUPPLEMENTAL INTERROGATORY No. 2 


1. Please list your total direct collision premiums written in New York State on 
private passenger cars excluding fire and theft and other coverage for each year, 
1950 to 1956, inclusive. 

2. Please state your net worth, net income before taxes and net income as a 
percent of net worth before taxes for each year since 1939. (Net worth should 
include paid-in capital plus surplus unless otherwise designated; net income 
should include net underwriting profit or loss, net investment income and other 
investment gains or losses unless otherwise designated.) 

3. Please submit a copy of your latest convention examination report. 

4. Please submit any statistical data which you have submitted to any State 
insurance authority showing your collision writings by class for any year 1950-55 
or part thereof. 

PAUL, WEISS, RIFKIND, WHARTON & GARRISON, 
New York, N. Y., May 2, 1957. 
Hon. A. S. M1KE MONRONEY, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

DEAR SENATOR MONRONEY: I am enclosing herewith material prepared by 
Service Fire Insurance Co. in response to supplemental interrogatory No. 2, 
enclosed with your letter of April 16, 1957. 

In connection with the answer to question 1 of the supplemental interrogatory, 
you will note the important qualification with respect to the accuracy of the 
figures. This is made necessary by the fact that the figures are based upon 
estimates and not upon precise statistical material, which Service Fire does not 
have. 

Question 2, we assume, is designed to supply the financial information that was 
discussed in connection with the testimony of Mr. J. Page Risque on March 20, 
1957. We would respectfully request that if this information is placed in the 
record, the entire chart we have prepared in answer to question 2 be used since 
otherwise we do not believe a fair financial presentation would result. 

We regret that it has not been possible to submit this material earlier. In 
part this has been due to the time required to prepare the financial estimates 
and other data requested and in part to my involvement over the past week in 
a pressing litigation. 

Yours very truly, 
ADRIAN W. DEWIND. 
Enclosures. 


91018—57—pt. 1——-19 
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ANSWERS OF SERVICE FIRE INSURANCE CO. TO SUPPLEMENTAL INTERROGATORY NO. 2 


Answer to question 1: 


Estimated total direct collision premium writings in New York State on private 
passenger cars 


Year: 
$2, 071, 000 
1, 794, 000 
3, 013, 000 
8, 426, 000 
8, 221, 000 
8, 131, 000 
1, 826, 000 
Note.—The company does not have the actual statistics requested, for the reasons given 
the committee on previous occasions. The company’s closest possible estimates, however, 


are set forth above with the thought that they may be of assistance. Despite our best 
efforts, these estimates may be subject to substantial error. 
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Answer to question 3: A copy of the latest association report on the examina- 
tion of Service Fire Insurance Co., as of December 31, 1954, is attached. 

Answer to question 4: No such statistical data has been submitted by the com- 
pany to any State insurance authority. 


ASSOCIATION REPORT ON EXAMINATION OF THE SERVICE FIRE INSURANCE COMPANY 
or New York As OF DECEMBER 31, 1954, By THE STATES OF NEW YORK, FLORIDA, 
PENNSYLVANIA, AND TEXAS 


New York, N. Y., March 1, 1956. 
To: Hon. George A. Bowles, Commissioner of Insurance, Chairman, Conimittee 

on Examinations, Chairman, Zone 2, National Association of Insurance 
Commissioners, Richmond, Va. 

Hon. Joseph A. Humphreys, Insurance Commissioner, Chairman, Zone 1, 
National Association of Insurance Commissioners, Boston, Mass. 

Hon. Walter D. Davis, Commissioner of Insurance, Chairman, Zone 3, Na- 
tional Association of Insurance Commissioners, Jackson, Miss. 

Hon. Garland A. Smith, Life Insurance Commissioner, and Chairman of the 
Board, Chairman, Zone 5, National Association of Insurance Commis- 


sioners, Austin, Tex. 
Hon. Leffert Holz, Superintendent of Insurance, Albany, N. Y. 


Srrs: In accordance with your several instructions, an association examination 
has been made, as of December 31, 1954, into the condition and affairs of the 
Service Fire Insurance Company of New York, and the following report thereon 
is respectfully submitted. 


SCOPE OF EXAMINATION 


The examination was conducted at the home office of the Service Fire Insurance 
Company of New York, 1 Park Avenue, New York, N. Y., and in the following 
branch offices: Detroit, Mich.; Chicago, Ill.; Salt Lake City, Utah; Cincinnati, 
Ohio ; St. Louis, Mo. ; Memphis, Tenn. ; Yonkers, N. Y. 

The examination was made in accordance with statutory requirements of the 
New York insurance law and included a determination of the financial condition 
of the company as of December 31, 1954, investigation of the conduct of its affairs 
and a review of transactions since the last statutory examination, made as of 
December 31, 1951. 

Tests and analyses were made to the extent deemed necessary of the income 
and disbursements and other records for the period under review. No detailed 
audit was made of income and disbursements except as was necessary to verify 
assets and establish liabilities. 

The Service Casualty Company of New York, under the same ownership and 
management, was examined concurrently. 

The results of the examination of Service Fire Insurance Co. are shown in the 
following statements: 


I. Financial condition December 31, 1954 ; 

II. Reconciliation of ledger assets—December 31, 1953, and December 31, 
1954 ; 

III. Underwriting and investment exhibit for the 3-year period from 
January 1, 1952, to December 31, 1954. 


The uniform accounting bureau of the New York Insurance Department con- 
ducted an examination and made a uniform accounting report on examination as 
as of December 31, 1954, dated November 17, 1955, which has been accepted and 
filed. 

HISTORY 


The Service Fire Insurance Company of New York was incorporated under the 
laws of the State of New York on May 6, 1929, and began doing business on 
October 1 of the same year. The company was organized by the Intertype Corpor- 
ation, of Brooklyn, N. Y., to provide fire and transportation insurance on print- 
ing machinery either rented or sold on the deferred payment plan. 

In March 1988 the Knickerbocker Corp., a holding company organized in the 
State of Delaware, acquired the capital stock, with the exception of directors’ 
qualifying shares. 

The stock owned by the Knickerbocker Corp. was purchased in February 1939, 
and that of the directors in December 1940, by the Commercial Investment Trust 


ee a oe ee ee 
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Corp., a Delaware holding company now known as CIT Financial Corp. On 
January 2, 1947, this stock was transferred to a subsidiary company, the Com- 
mercial Investment Trust, Inc., which also owns the entire outstanding capital 
stock of the Service Casualty Company of New York. 

The original capital of $200,000, represented by 2,000 shares with a par value 
of $100, has undergone the following changes: 


Number of Subscrip- Contribu- 
Year shares tions to tions to Capital 
capital surplus 


SR ued ipteren heist ch veel hs caael cna Sark akteraiel : 2, 000 $200, 000 $110, 000. 00 $200, 000 


Wi dncous-25-s | 8,000} 800,000 if ae } 1, 000, 000 
es 000 ___ 1,000, 000 | 


90, 000 rea 2, 000, 000 | 440,355.20 | _____. 








A summary of dividends declared to stockholders from organization to Decem- 
ber 31, 1951, and for the 3 years covered by this examination is as follows: 


Dividends deciared 


Cash | Stock Total 


$17, 990, 000 
4, 000, 000 
3, 000, 000 
4, 000, 000 | 


The financial record of the Service Fire Insurance Co. of New York is shown 
in the following summary: 


miums assets surplus 


se eae 


} 
Year Net pre- | Admitted | Capital and 


11, 792 384, 375 
2, 024, 986 4, 164, 539 
1, 531, 293 6, 675, 271 
38, 513, 429 51, 585, 515 
40, 002, 986 mip Saar. 88, 954, 904 


376, 225 
a 993, 638 
5, 283, 733 
13, 376, 216 
33, 151, 239 


$13,501 | $335, 657 : $322, 881 





1 Examination figures. 


MANAGEMENT 
Corporate powers 
The charter provides that the corporate powers of the corporation are to be 
exercised through a board of directors and by such committees, officers, and 
agents as said board of directors may appoint. 


Stockholders’ meetings 


The charter and bylaws provide that the annual meeting of the stockholders 
shall be held on the third Monday of March in each year. 

Special meetings of the stockholders may be called at any time by the chairman 
of the board, the president, any vice president, or the board of directors, and shall 
be called by the president or any vice president upon written request of stock- 
holders of record holding in the aggregate 10 percent or more of the outstanding 
shares entitled to vote. 

Except as otherwise provided by statute or by charter, the holders of record of 
a majority of the shares of stock then issued and outstanding and entitled to vote 
shall constitute a quorum for the transaction of business. 

In the absence of a quorum, a majority in interest of the stockholders entitled 
to vote in person or by proxy, or any officer entitled to preside or act as secretary 
at such meeting, may adjourn the meeting from time to time without further 
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notice until a quorum shall be present and the meeting may be held as originally 
called. 

Meetings of the stockholders during the period under review were as follows: 
March 17, 1952; March 16, 1953; March 15, 1954. 

At each meeting of the stockholders the acts and proceedings of the officers, 
board of directors, and committees were approved and ratified. 


Board of directors 


The charter provides that the board of directors shall consist of not less than 
13 nor more than 21 persons, a majority of whom shall be citizens and residents 
of the State of New York or of adjoining States, and not less than 3 thereof 
shall be residents of the State of New York. Directors need not be stockholders. 

The number of directors between the stated limits is fixed in the bylaws. The 
membership of the board of directors has been increased from 13 to 15 members 
by amendment to the bylaws on December 23, 1953. The membership of the 
board of directors consisted of 15 members as of December 31, 1954. 

A quorum consists of five directors, but in no event less than one-third of the 
entire board of directors. 

Directors are elected annually by the stockholders entitled to vote at the an- 
nual meeting of the stockholders by a plurality of votes at such election. 

Vacancies in the board of directors may be filled by a majority vote of the re- 
maining directors, though not less than a quorum, or at a special meeting of 
stockholders when an existing vacancy is mentioned in the notice of meeting. 

The organization meeting shall be held within 60 days after each annual elec- 
tion of directors, or it may be held immediately after and at the same place that 
the annual meeting of stockholders was held. Regular meetings are held on the 
fourth Thursday of each month in the principal office of the corporation. Special 
meetings may be called by the chairman of the board, the president, any vice 
president, or any two directors. 

During the period under review, directors’ and organization meetings were held 
in compliance with the requirements of the bylaws. 

The directors serving on December 31, 1954, were as follows: 


! 
Name Domiciliary | Business 
State | 
| 


TY 


Bergerman, Melbourne... - New York....| Vice president and general counsel, C. I. T. Financial 
|  Corp.; general counsel, Service Fire Insurance Company 
| of New York, Service Casualty Company of New York. 
Bishop, Harold-.......----- Jh-ien Executive vice president, Service Fire Insurance Company 
of New York, Service Casualty Company of New York. 
Chervenak, Emil C_....---- oe ..| President, Service Fire Insurance Company of New York, 
Service Casualty Company of New York. 
ete, nih 0... 2. t.....)- ....--.-} President, C. I.. T. Financial Corp.; chairman, board of 
| directors, Service Fire Insurance Company of New York, 
Service Casualty Company of New York. 
Ecker, Stanley B............|..--.do...-.....| Vice president and secretary, C. I. T. Financial Corp.; 
secretary, Service Fire Insurance Company of New York; 
Service Casualty Company of New York. 
Ittleson, Henry, Jr Pa bas _.| Executive vice president, C. I. T. Financial Corp.; chair- 
man, executive committee, Service Fire Insurance Com- 
pany of New York, Service Casualty Company of New 
York. 
Jackson, John J 4 New Jersey...| Vice president, Service Fire Insurance Company of New 
York, Service Casualty Company of New York. 
Kanzler, Ernest Michigan___..| Director, C. I. T. Financial Corp. 
Karpf, Melvin...........- New York....| Vice president, Service Fire Insurance Company of New 
York, Service Casualty Company of New York. 
Kuhn, C. John New Jersey...| Treasurer, C. I. T. Financial Corp.; vice president, Service 
Fire Insurance Company of New York, Service Casualty 
| Company of New York. 
Lundell, L. Walter..........| New York....| President, Universal C. I. T. Credit Corp. 
Myerson, J. G pieali-dcer al Vice president, Universal C. I. T. Credit Corp. 
Spanyol, Leo H ....d0.........| Vice president, C. I. T. Financial Corp., Service Fire 
Insurance Company of New York, Service Casualty 
Company of New York. 
Vetterman, A. H....-..-.-. | Vice president, Service Fire Insurance Company of New 
York, Service Casualty Company of New York. 
Vogel, Edwin C Director, C. I. T. Financial Corp. 
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Executive committee 


The charter provides that the board of directors may appoint an executive 
committee from among its members. 

The bylaws provide that the executive committee shall consist of the president, 
the chairman of the executive committee, and not less than four additional mem- 
bers. The committee shall have all the powers of the board of directors when 
the board is not in session, to the extent determined by the board of directors. 
Four members, but not less than a majority, shall constitute a quorum. 

The committee, by resolution, may provide for holding regular meetings, with 
or without notice. Special meetings may be called by the chairman of the board, 
the president, or by the chairman of the executive committee or by any two or 
more members of the executive committee. 

Members of the executive committee, as of December 31, 1954, were as follows: 


Ittleson, Henry Jr., chairman Dietz, Arthur O. 
Chervenak, Emil C., ex officio Ecker, Stanley B., ex officio 
Bergerman, Melbourne Kuhn, C. John 


Investment committee 


The investment committee, pursuant to a resolution of the board of directors, 
is charged with the duty of supervising the investments, within limits set by the 
board. The committee consisted of 7 directors, appointed by the board, and 
the attendance of 3 or a majority constitutes a quorum. 

Members of the investment committee as of December 31, 1954, were as fol- 
lows: 


Edwin C. Vogel, chairman Ecker, Stanley B. 
Bergerman, Melbourne Ittleson, Henry Jr. 
Chervenak, Emil C. Kuhn, C. John 
Dietz, Arthur O. 

Officers 

The bylaws provide that the officers of the corporation shall be a chairman 
of the board, a president, 1 or more vice presidents, a chairman of the executive 
committee, a secretary, 1 or more assistant secretaries, a treasurer, 1 or more 
assistant treasurers, a comptroller and 1 or more assistant comptrollers. Any 
two officers, other than those of president or vice president, may be held by the 
same person. 

The chairman of the board possesses the same power as the president and 
in the absence or disability of the president he shall discharge all the duties of the 
president. 

The president is the chief executive officer of the corporation and shall be ex 
officio a member of the executive committee. 

The duties outlined in the bylaws for the remaining officers are those cus- 
tomarily associated with such offices. 

The officers of the corporation, on December 31, 1954, were as follows: 


Chairman, board of directors: Arthur O. Dietz 
Chairman, executive committee: Henry Ittleson, Jr. 
President : Emil C. Chervenak 
Executive vice president: Harold Bishop 
Vice presidents: 
Armstrong Crawford 
John J. Jackson 
Melvin Karpf 
Cc. John Kuhn 
Leo H. Spanyol 
Arthur H, Vetterman 
Sterling Harrison 
Secretary : Stanley B. Ecker 
Comptroller: Robert H. Schlereth 
Treasurer and assistant secretary: Albert L. Nilsen 


In addition to the officers listed above, there are several assistant vice presi- 
dents and assistant secretaries and an assistant treasurer. The general counsel 
is Melbourne Bergerman. 
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FIDELITY BOND 


The company is protected againsts loss through fraud or dishonesty of any 
officer or employee by bankers blanket bonds to the extent of $3 million, issued 
by Lioyds of London to the C. I. T. Financial Corp. and is controlled affiliates, 
subsidiaries and representatives. 


EMPLOYEE WELFARE AND BENEFITS 


Group life and health insurance 

The group life insurance plan provides a specific amount of free insurance 
for the employee; in addition the employee has the option to purchase contribu- 
tory insurance, the cost of which is borne by both employee and employer. 

The group health program covers hospital, physician, surgeon, and major 
medical expenses for employee and dependents. The cost of this protection is 
paid for by both employee and employer. 

The policies covering the foregoing are placed with life insurance companies 
authorized to transact business in New York State. 


New York disability benefits law 

Under this law the company has elected to become a self-insurer and has 
qualified as such. Salary deductions from employees covered under this law 
are deposited and accumulated in a trust account. The amount shown in this 
report as a liability under the caption “Amounts Withheld for Account of 
Others” represents the unexpended balance at December 31, 1954. 


Retirement plan 

The C. I. T. Financial Corp., in 1941, established a retirement plan for its 
subsidiary companies, of which the Service Fire Insurance Co. is one, the 
purpose being to provide employees of these companies with regular incomes 
after retirement in addition to the benefits provided under the Social Se- 
curity Act. 

Effective May 1, 1950, an amended plan, which expanded the benefits and 
liberalized the original plan, was approved by the stockholders of the C. I. T. 
Financial Corp. 

The cost of the plan is paid for by employee salary deductions and employer 
contributions, the company bearing the major portion of the cost. 

The C. I. T. Financial Corp. reserves the right to modify or discontinue the 
plan, however any such action shall not adversely affect accrued benefits of the 
participant employees. 

The retirement plan is underwritten by carriers authorized to transact busi- 
ness in New York State. 


FIELD AND SCOPE OF OPERATIONS 


The home office of the Service Fire Insurance Company of New York is lo- 
cated at No. 1 Park Avenue, New York, N. Y. 

Underwriting and claims offices are maintained throughout the United States, 
Territoriy of Hawaii, and Canada, as follows: 


Underwriting offices 


Manager 


United States Address 


Georgia, Atlanta 
Illinois, Chieago. 
Michigan, Detroit 
Minnesota, St. Paul 
Missouri, St. Louis 


New York, Yonkers, North--- 
New York, Yonkers, South... 
Ohio, Cincinnati... | 
Oklahoma, Oklahoma City... 
Tennessee, a fe eee 


Texas, Dallas__.__- 


Utah, Salt Lake City. 
Territory: Hawaii, Hoabiaia 
Canada: Ontario, "Toronto 


1306 Spring St. NW., Atlanta, Ga . R. Sellars. 


4554 Broadway, Chicago, Ill__- 

600 Griswold St., Detroit, Mich 
360 Robert St., St. Paul, Minn__-- 
4223 Sulphur Ave. ., St. Louis, Mo. 


317 South Broadway, Yonkers, N, ¥.---- “= ae 


inne. 

525 Walnut St., , Cincinnati, Ohio.- 

710 Northwest 23d 8t., Oklahoma City, ‘Okla... 
22 North Front St., Memphis, Tenn. 

137 Walnut Hill Village, Dallas, Tex-- 


45 East Broadway, Salt Lake City, Wi Bcesnnine 


1685 Kapiolani Boulevard, Honolulu, T. H 
200 Bloor St. E., Toronto, Ontario 


C,. Poulsen. 

A. N. Reese. 

G. J. Gelbmann. 
R. J. Miller. 
J.J. Mallon. 
W.H. Montgomery. 
K. M. Murphy. 
D. Reynolds. 

J. H. Glenn. 

R. L. Hatcher. 
J.J. Travis. 

R. M. Smith. 

J. W. Abell. 
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Claims offices 


United States Address Manager 


Alabama, Birmingham__-_...._} 1920 5th Ave., Birmingham, Ala W. H. Sims. 
California, Los Angeles...__...| 416 West 8th St., Los Angeles, Calif. ' E. 8. Aldrich. 
Florida, Jacksonville 118 West Adams St., Jacksonville, __| C. T. Dixon. 
Illinois, Chicago- ...--| 75 East Wacker Dr., Chicago, Ill. _..---.-| G. M. Wertz. 
Louisiana, New Orleans__- | 1215 Prytania St., New Orleans, La__- B.S. Lewis. 
Maryland, College Park 7338-7346 B: altimore Ave., College Park, a2) 

Massachusetts, Boston. --- | 233 Harvard St., Brookline, Mass. . --- 

Michigan, Detroit- 6560 Cass Ave., Det roit, Mich_. | K. Smale. 
Michigan, Grand Rapids_.____| 60 North Division AV e., Grand Rapids, , Mich.- K. Miller. 
Minnesota, St. Paul. ihe 360 Robert St., St. Paul, Minn G. L. Gregg 
Missouri, Kansas City... .-- 3818 Broadway, Ks ee c ity, Mo eee Cowie. 
Missouri, St. Louis_- 2807 North Grand Blvd., St Louis, Mo | J. C. Horer. 
New Jersey, Elizabeth.........| 1143-1145 East Jersey St., Elizabeth, N. J F. H. Camp. 
New York, Syracuse...........| 224 Harrison St., Sy racuse, Beas G. W. Stearns. 
New York, Yonkers__- _...| 317 South Broadway, Yonkers, N. Y J. W. Walsh. 
North C arolina, Charlotte__- 222 South Church St., Charlotte, N. E. C. Liebenguth. 
Ohio, Cincinnati 1717 Section Rd., Cincinnati, Ohio C. W. Walters. 
Oklahoma, Oklahoma C ity_- 704 Northwest 23d St., Oklahoma C ity, Okla__..| W. J. Mulhall. 
Pennsylvania, Phils 1delphia___| 6816 Market St., Upper Darby, Pa_._...-.---- W. H. Eck. 

5934 Broad St., Pittsburgh, Pa_. wah odd .| J. E. Melton. 
Tennessee, Me mphis. | 22 North Front St., ee Tenn F. F. Guyton. 
Texas, Ds Maite es tae 911 St. Joseph St., Dallas, Tex. ene -| M. L. Wilkes. 
Texas, Houston. ___.._-] 4118 Fannin St., Houston, Tex ; | F. W. Scott. 
Utah, Salt Lake C ity - | 45 East Broadway, Salt Lake C ity, ’. J. Leitheiser. 
Territory: Hawaii, Honolulu .| 1685 Kapiolani Blvd., Honolulu, T. H. R. M. Smith. 
Canada: Ontario, Toronto 200 Bloor St. E., Toronto, Ontatio | J. W. Abell, 


T. E. Brooks. 
H. W. Cox. 
F. 
vs 





The underwriting offices operate as such, reporting their premium writings to 
the home office daily. They also perform a loss service by sending advice of loss 
notice received to the responsible claim office daily. 

The claim offices function as such, adjusting and paying losses under daily 
advisement to the home office. 

The claim offices are supplemented by the use of approximately 396 branch 
offices of the Universal CIT Credit corporations for reporting losses to the 
company’s claim offices. The several Universal CIT Credit corporations receive 
a monthly reimbursement for the use of their offices by the Service Fire Insur- 
ance Company of New York. 

The underwriting and claim offices report all transactions to the home office, 
either monthly or more often, supported by original or duplicate data, these 
transactions are then recorded on the home office books. The accounting records 
are centralized and under the control of the home office, with the exception of 
some detailed accounting records, such as premium balances and expense and 
loss records pertaining to certain underwriting or claim offices. 

The foregoing facilities are extended to the Service Casualty Company of 
New York and the Service Fire Insurance Company of New York is reimbursed 
monthly. 

The Commercial Investment Trust, Inc., on behalf of the CIT associated 
companies, pays certain expenses which are common to all, such as rent, internal 
auditing, tabulating, legal, etc., and charges each associated company its pro- 
portionate share, although no written agreement providing for this arrange- 
ment exists between these companies. 

Investment expenses, on the other hand, are paid by the Service Fire Insur- 
ance Company of New York which is reimbursed by the Service Casualty 
Company of New York each month. 

An exchange of letters provides for intercompany activity between the Service 
Fire Insurance Company of New York and the Service Casualty Company of 
New York other than that which is defined under the quota share treaty. 

The Service Fire Insurance Company of New York has management contracts 
with the Service Underwriters Lloyds of Texas and Lake Shore Underwriters, 
Ine., the latter as attorney in fact for subscribers at the Lake Shore Insurance 
Exchange, a reciprocal insurer. The Service Underwriters Lloyds of Texas 
and Lake Shore Insurance Exchange are licensed only in their domiciliary 
States, namely Texas and Ohio respectively, and confine their premium writings 
to motor vehicle physical damage in each State. The contracts cover the usual 
pertinent facts with regard to service to be performed, conditions and remu- 
neration. 

The Service Fire Insurance Company of New York charter does not provide 
for the management of insurance companies and during the course of this 
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examination these management contracts were canceled and expense sharing 
agreements were substituted in lieu thereof. 


Lines of business 


The Service Fire Insurance Company of New York is authorized, under the 
New York Insurance Law, to transact the following lines of insurance as of 
December 31, 1954: 

New York insurance law, sec. 46 
Line of business : Paragraph 


Miscellaneous property 

Water damage 

Collision 

Motor vehicle and aircraft 

Te i Ne aia i aca ciel Ri Nita a eal csewsinatelpaiblnes 20 
Marine protection and indemnity 


Workmen’s compensation insurance as may be incident to coverages 
contemplated under said pars. 20 and 21 of sec. 46, including insur- 
ances described in the Longshoremen’s and Harbor Workers’ Com- 
pensation Act (Public No. 803, 69th Cong., as amended). 

The company writes only motor vehicle physical damage insurance covering 
fire, theft, collision, comprehensive, and sundry hazards. 


Territory 

The company, on December 31, 1954, was licensed to transact business in all 
States of the United States, District of Columbia, Territory of Hawaii, Canada, 
and all Provinces except Newfoundland and Prince Edward Island. Domestic 
certificates of authority and alien licenses were examined in the home office of the 
company. 

The company’s largest source of premium income is from insurance of auto- 
mobiles, the purchase of which are financed by the several Universal CIT Credit 
corporations, which are owned by the Commercial Investment Trust, Inc. 

The net premiums written for the year ended December 31, 1954, by source 
of business, are summarized as follows: 


Source of business 


Universal CIT Credit Corp., and affiliated companies: Net premiums 
Sree S410 2 Gu a eo a ob lisosel el $47, 819, 557. 53 
Loan plans, United States and Canada 81, 989. 26 

Canadian Acceptance Corp., finance 806, 251. 30 

Dealer-agents 126, 380. 26 

Direct renewals, United States and Canada 702, 043. 87 

Reinsurance assumed (20. 42) 


49, 536, 201. 80 
Less reinsurance ceded: 
Service Casualty of New York $9, 500, 545. 26 
Outside companies 82, 670. 17 
—_—_—_——————-__ 9, 533, 215. 48 


Total net premiums written 40, 002, 986. 37 


Reinsurance agreements 


Under an intercompany agreement as amended the Service Casualty Company 
of New York assumes 20 percent of the net motor vehicle premiums written by 
the Service Fire Insurance Company of New York with the effective date January 
1, 1953, and subsequent, and 35 percent on premiums with effective date December 
31, 1952, and prior except premiums on Canadian business, reinsurance assumed, 
and commercial motor vehicles on which there exists any specific reinsurance. 
Losses and loss adjustment expenses are shared on the same basis as the net 
premiums. The agreement further provides that on premiums asumed by the 
Service Casualty Company of New York, the Service Fire Insurance Company 
of New York is allowed a fixed rate of commission to cover commissions and 
all other expenses. 

Wholesale motor vehicle business written in Canada for account of Canadian 
Acceptance Corp., Ltd., by the Service Fire Insurance Company of New York, 
is reinsured 100 percent in an authorized company. 
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The Service Fire Insurance Company of New York is protected against catas- 
trophes through an excess of loss policy with Lloyds’ Underwriters which insures 
the company for an amount not in excess of $2 million each occurrence in excess 
of $150,000, limit $4 million for all occurrences. 


I, FINANCIAL STATEMENT 


The financial condition as of December 31, 1954, as determined by this examina- 
tion was as follows: 
Assets 





Ledger assets Nonledger Assets not Admitted 
D admitted assets 


$50, 585, 301. 44 $203, 646. 42 ($50, 381, 655. 02 
+e _..-.-------| 10, 989, 818. 54 |$5, 169, 031. 46 16, 158, 850. 00 
Cash in company °s office. _____. : 1, 199. 12 B 1, 199. 12 
Deposits in banks and trust comp anies_____- | 8, 686, 959. 06 9, 686, 959. 06. 
Agents’ balances- a 12) 220, 840. 66 | , 197. 12, 218, 642. 87 
Reinsurance recoverable on loss Ds ayments ‘sie 10, 989. 83 42, 086. 7 253, 076. 57 
Accounts receivable 50, 133. 89 50, 133. 89 
Deferred expenses.............-..-.-.-- : 112, 073. 95 112, 073. 95 
Company automobiles. ...............-.-... | 96, 933. 08 es a ee 

Interest accrued | au 204, 387.74 





ile chet: = bad Ll be 
83, 754, 249. 57 | 5, 615, 505. 94 | 414, 851. 24 | 88, 954, 904. 27 


Liabilities 


Losses. - -- . $1, 182, 572. 65 
Loss adjustment expenses. . —— soon is ip sani ssp chim sashes dc agai Atel see an 378, 028. 16 
Other expenses (excluding taxes, licenses, and fees): 
Underwriting S . $113, 239. 17 
Investment ‘ 3, 150. 14 
ae 116, 389. 31 
Taxes, licenses, and fees (excluding Federal and foreign income taxes): 
ip a ee ee ea idea dieu ; 
Investment 
—_——————_ 1, 177, 582. 74 
Federal and foreign income taxes . ; 10, 343, 764. 12 
Unearned premiums. ---- ainsi cea peraheal aaa ; 42, 081, 742. 79 
Amounts withheld for account of others 107, 830. 34 
Reinsurance on paid losses due from uz 1authorized companies. -.........- 242, 086. 74 
Balance due associated company ---- ; 70, 285. 35 
Premium adjustment under reinsurance contract. SeScmsecstS esas Sac estaeeesaee 3, 432. 10 
Reserve for checks not cashed apt nck rows cientannbacdieie ieee 4 % 100, 000. 00 


Total Mabiiities...............<..- 55, 803, 664. 30 


Capital - - races tne ene = 
Unassigne »d funds (surplus) Seah eda td 


ASSETS 


The following summary shows a comparison of admitted assets as of December 
31, 1951, and as of December 31, 1954: 





Dee. 31, 1951 Dec. 31, 1954 


Admitted Ratio to Admitted | Ratio to 


assets total assets total 


| $31, 355, 052. 65 51.03 
| 8, 344, 080. 00 13. 58 
19, 322. 04 00. 04 

39, 718, 454. 69 64. 65 

14, 041, 297. 11 22. 85 

SE CR nn aoe abn ta naa cette | 7,197, 065. 28 11.71 
Miscellaneous assets 489, 949. 49 00. 79 





Total admitted assets ----| 61, 446, 766. 57 100. 00 
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Schedules of investments and funds owned by the company as of December 31, 
1954, are filed with the working papers of this examination, with an affidavit 
executed by the president and treasurer of the company, certifying to the absolute 
ownership of the investments and funds, free and clear from any liens or claims, 
other than those of policyholders and creditors. 


Bonds and stocks. 


The following is a summary by classes of investment of the bonds and stocks 
owned on December 31, 1954: 















































LA 
| Ratio to 
Association total 
Book value value association 
value 
| 
Bonds: | 

Government: 

EF BEES OSE TILE) ECE ow te $39, 252, 470.33 | $39, 091, 793. 27 | 58.75 
RE ose Poe). te at ma ee a ee 1, 285, 656. 25 1, 288, 6 1. 94 

States, Territories and ‘possessions soso hile ail itll. sarah 7, 600, 809. 82 7, 11. 37 

Political subdivisions of States_....................--.- 2, 286, 403. 43 2, 278, 749. 18 3. 42 

Industrial and miscellaneous.._................-...-- ; 159, 961. 61 159, 226. 06 . 24 

enna 50, 8 585, 301. 44 | 50, 381, 6 655. 02 75. 72 
Stocks: 

Preferred: | 
TION fe. 2s aa cudimaeebdawnniibodeusidénie 2, 331, 496. 90 2, 401, 130. 00 | 3. 61 
Industrial and miscellaneous......-..--.--.--.------ 751, 439. 10 748, 400. 00 | 1.12 

fae ee | 
ren qreermee = ecese sats atts 2 tee eesti Lice dic 3, 082, 936. 00 3, 149, 530. 00 | 4.73 

Common: a 
I ee een ec cua cteekhecetbecceseat 134, 339. 64 165, 000. 00 . 2 
Public utilities _. eer ase toes a 1, 977, 040.00 2.97 
Banks and trust comp: anies- Sta ea ao! 875, 273. 47 1, 065, 000. 00 | 1. 60 
Insurance company esos n= Wasene 189, 475. 00 148, 750. 00 | . 22 
Industrial and miscellaneous ._--._......-.-.----.-- 5, 331, 605. 93 9, 653, 530. 00 | 14. 51 

ra prcktnb beat erandephnenitimecceses | 7 , 906, 882, 54 13, 009, 320. 00 i 19. 55 
eee Ra ois asso oo sence cczcecsicesz 10, 989, 818. 54 16, 158, 8 850. 00 | 24. 28 
Total bonds and stocks. ..............-+.+.-.-..- 61, 575, 119.98 | 66, 540, 505. 02 | ” 100. 00 
| | 
The securities were deposited as follows: 
| 
| Par value 300k value | Association 
| | value 
General State deposits—bonds: New York-.-....-.----.-- $200,000 | $200,000.00 | $200, 000. 00 
' | 
Special deposits, bonds: 

States: | 
INNS as hs dinis - Jataiissip pe pe>asaebsenss 20, 000 20, 387. 50 20, 197. 34 
California........- Madcsbectign aces cwk peneaee -| 21, 000 21, 406. 88 21, 207. 21 
a a 20,000 | 20,381. 24 20, 193. 94 
ie asain mn pigtninminaon 25. 000 | 25, 000. 00 25, 000. 00 
Ri tnvin i hiotinrna=aunmreeae one Cee | 20,000 | 20, 387. 50 20, 197. 34 
DS unt nacotagh dle swedsss sce pabt 10,000 | 10, 190. 62 10, 096. 97 
EE RTE treet nha shee | 25, 000 25, 000. 00 
SEL, Cosveucnvatconas Leiauliesiuabadonastend | 25, 000 25, 242. 42 
NO ob ch edtaktabaduenbhicdeneaer 10, 000 10, 098. 67 
NL teteecaneatacdéuenl Gah. dndegea soe sera cal Id | 380, 000 385, 099. 52 
WR Os 5s Cie NE dale wks eecapabubUdeanbescnoant 60, 000 { 60, 411. 04 

ES FAA ota tokeccanchnkdseadensctuend-c] 25,000 | 25, 484. 38 25, 246. 68 

Canada: Dominion of Canada.-_-_.-........-.....--- 1, 305, 000 , 285, 656. 25 | 1, 288, 698. 66 

TOE, cncnciedatddcvet chdeGhnoschails dhe dbbusacodnc 1, 946, 000 1, 939, 219. 29 | 1, 936, 689. 79 

Custodian: 
OGRE, 5. itt. tient nnd adibaitieas apabeimaliidl a a i citent | 47, 812, 000 |48, 446, 082.15 48, 244, 965. 23 
SUMNER, <i ad, Beit rss hat Seth.) cassettes boa ete Tt ithe |10, 989, 818. 54 | 16, 158, 850. 00 
wild } 47, 812, 000 59, 435, 900. 69 64, 403, 815. 23 


OGL GME GARE BOOGES. concn nc peccccccncccncncus 49, 958, 000 (61, 575 5, 119. 98 | 66, 540, 505. 02 
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Ownership of securities deposited with States and the, Dominion of Canada 
was verified by certificates obtained from the proper Government officials. 

The remaining securities owned on December 31, 1954, were either examined 
on February 11, 1955, in the vaults of the company’s custodian, the Hanover 
Bank, 70 Broadway, New York 4, N. Y., or were accounted for through the 
records of the company and the custodian. 

Securities in the hands of the custodian are subject to the written orders of 
any officer or director in group A, acting jointly with any officer or director in 
group B, shown as follows: 


Group A: Group B: 
Melbourne Bergerman Harold Bishop 
Arthur O. Dietz Emil C. Chervenak 
Stanley B. Ecker Armstrong Crawford 
Henry Ittleson, Jr. Sterling Harrison 
L. Walter Lundell Melvin Karpf 
Edwin C. Vogel C. John Kuhn 
Leo H. Spanyol 


For the purposes of this report securities owned, except insurance company 
stock, have been valued in accordance with the method of valuation of securities 
adopted by the National Association of Insurance Commissioners, as set forth in 
the resolution of June 10, 1954, as follows: Bonds subject to amortization at the 
amortized value as at December 31, 1954; securities not subject to amortization at 
the quotations shown in the book on valuations of securities as of December 31, 
1954. 

The value of the capital stock of the Hartford Fire Insurance Co. was deter- 
mined in accordance with the provisions of section 91 of the New York insurance 
law. 

The excess of book value of bonds over association value, amounting to $203,- 
646.42, has been deducted as an asset not admitted. 

The excess of the association value of stocks over book value, amounting to 
$5,169,031.46, has been allowed as a nonledger asset: This amount is $101,500 
less than that reported by the company and is accounted for as follows: 


| 
Company Report | Increase or 
| 


! 
decrease 
— 

Hartford Fire Insurance Co., Connectic $251, 250 $148, 750 ($162, 500) 
May Department Stores, stock. _..._- Sco odetd 97, 000 | 98, 000 | 1, 000 


| 


Total : ee 348, 250 | 246, 750 | (101, 500) 
| } } 





Interest accrued on bonds not in default, amounting to $204,387.74, has been 
allowed as a nonledger asset. 
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The following summary reflects the relative position in the different classes 
of securities owned as of December 31, 1951, and December 31, 1954: 








Dee. 31, 1951 | Dee. 31, 1954 
| Association Ratio to 























Association Ratio to 
value total value total 
Bonds: 
Government: 
United States.........-.i0sigiil Jakes $25, 420, 424. 37 
Oemegs.......-. 2. BeuG ei. 2..03-4h 544, 537. 05 
States, Territories, and possessions......... 2, 791, 437. 04 
Political subdivisions of States...........-.- 1, 852, 817. 51 
Puen Weees oo A tt ek cues 247, 253. 35 
Industrial and miscellaneous ..............- 498, 583. 33 
NE nnn in dnknsensenndeseanoowsees 31, 355, 052. 65 
Stocks: Bs aoe 
Preferred: 
Public Utilities. _...-.....-...-.---...- 928, 200. 00 2.34 2, 401, 130. 00 3.61 
Industrial and miscellaneous... _-..-... 629, 000. 00 1. 58 748, 400. 00 1.12 
Total preferred _.__.........-..------ 1, 557, 200. 00 3.92 3, 149, 530.00 4.7 
Common: | . es % 
es rr ener, CLP eh new aktneteds sagta etek inte tou 165, 000. 00 25 
nmin 1, 023, 200. 00 2. 58 | 1, 977, 040. 00 2.97 
Banks and trust companies _--__.....-- 344, 000. 00 . 87 1, 065, 000. 00 | 1. 60 
Ei. tins eee nnigas aes eneosasecentaseee® lmcaabeaen 148, 750. 00 one 
Industrial and miscellaneous - -_-_------ 5, 419, 680. 00 13. 65 9, 653, 530. 00 | 14. 51 
Total common............--------+-+- 6, 736,880.00} 17.10} — 13,009,320.00} 19.55 
ieee bastion 8, 344,080.00} 21.02 16, 158, 850.00 | 24. 28 








Total bonds and stocks............-.- 39, 609, 132.65 | 100.00 | 96 60,505.02 100.00 





The purchases and sales of securities for the period of this examination were 
verified to the investment committee minutes and it was found that all trans- 
actions were approved by the board of directors. Security transactions since 
December 31, 1951, the date of the last examination, are summarized below: 





| 



































Bonds | Stocks Total 
| sn dentate htt eaten sheaieniaail 
i 
Book value, Dec. 31, 1951. ....--....-....-..------ $31, 482,992.57 | $7,361, 130.04 | $38, $44, 122. 61 
iit cenit litt ncn omenertemninain diame aah 59, 678, 154. 20 | 8, 750, 008. 75 68, 428, 162. 95 
PEP OE SE oc bacecan enon sebeseccbstaue 125, 250. 66 | 726, 895. 41 | 852, 146. 07 
1 
——_——| ————| Sacetanntt thats 
iis i. nde eneaanectepeinndciin 91, 286, 397. 43 | 16, 838, 034. 20 108, 124, 431. 63 
—_—= ES -I ———————— — =S—_— Ss 
Ee ee | 40, 533, 654. 66 | 5, 627, 563. 27 46, 161, 217. 93 
a Ens omnia andi 167, 441.33 | 220, 652. 39 | 388, 093. 72 
ESE Ee eee ie ee! | 40, 701, 095. 99 | 5, 848, 215. 66 | 46, 549, 311. 65 
Book value, Dee. 31, 1954. .......-....--- _..| 50, 585,301.44 | 10, 989,818.54| 61, 575, 119. 98 
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Cash in offices 


Cash in offices consisted of imprest funds held in the home office, Canadian 
office, underwriting and claims offices, as follows: 


New York, N. Y¥ 
Toronto, Canada 
Underwriting offices : 


St. Paul, Minn 
Salt Lake City, Utah* 
Yonkers—North, New York* 


Yonkers—South, New York’ 


Claims offices : 
Birmingham, Ala 
Boston, - IGOR ao ie ee tects oes 
Charlotte, 


Jacksonville, Fla 
Kansas City, Mo 
Los Angeles, Calif 
Memphis, 

New Orleans, 


=x 


St. Paul, 

Salt Lake City, Utah’ 
Syracuse, N. Y 
Washington, D. C 
Yonkers, N. Y 


633. 78 


Total 


1Funds in these offices were counted and reconciled during the examination. Cash in 
other offices was checked to statements submitted to the home office. 


Deposits in banks and trust companies 


The company had deposits in 67 banks and trust companies in the United 
States, Territory of Hawaii, and Canada. A list of the company’s depositories 
and balances therein is filed among the records of this examination. 

The balances have been verified by certificates, received from the depositories, 
which were reconciled to the company’s record, Deposits in banks and trust 
companies, amounting to $9,686,959.06, have been allowed as an admitted asset. 
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The following is a summary of the agents’ balances due as determined by this 


examination: 








Ledger asset: 














| 
United States Canada Total 
Agents’ balances: 

Due from affiliated finance eae pare mae $13, 311, 022. 56 $92,815: 78 | $13, 403, 838. 34 
SRREONT DRE Dettmer suemawwewwronticcwvnwewe 181, 947. 50 3, 050. 48 184, 997. 98 
I 15, 960. 95 wobaglay +--| 15, 960. 95 
ae ete’ helene; ~*~ 222232222222 2 13, 508, 931. 01 _%, 866. 26 i 18, 604, 797. 27 

Reinsurance payable: 
Service Casualty Company of New York-.--.--- 1, 381, 014. 71 an 1, 381, 014. 71 
Sun Insurance Office, Ltd., United States branch-}_-- 2, 786. 88 | 2, 786. 88 
eI a ndnatet te niet atadnhenieemnintiabenial anbisonee 155. 02 ou | 155. 02 
Total reinsurance payable- ---- i 381, 169, 73 | 2 786, 88 1, 383, 956. 60 
Nee en ceupiousaht cadieerwciein 13,1 127, 761. 28 | 93, 079. 38 | i 2, 220, 840. 66 
Asset not admitted: 230 an ey ‘ton 
Commissions, underestimated .................-.---- 3200.46 foo ss eset 1, 100. 48 
Agents’ balances over 3 months due_.............-.-.. } 007.31 1 ....--sedpii.. 1, 097. 31 
mene Glee ee OOM. 5. 8 oso nc ccc ccenccccccncne 2, 197, 79 paacemates ame 2, 197. 79 
Net admitted asset....................-......-..--- | 12, 125,563.49 | 93,079.88 | 12, 218, 642. 87 








| 


The details of the agents’ balances were verified in the home office of the com- 


pany, by a review of agents’ accounts, 


subsidiary records to the control account in the general ledger. 


Agents’ balances in the amount of $12,2 


asset in this report, are $2,054.12 less than the company’s 


annual statement. 


Increase in agents’ balances past due 
Increase in commission payable 
Transfer from “Funds held” 


Total 


analysis of balances, and check of the 


18,642.87, allowed as a net admitted 


figure reported in the 


This difference is accounted for as follows: 





$798. 62 
1, 100. 48 





2, 054. 12 


Review determined the past due balances to be understated to the extent of 


$798.62. 


The company, in some instances, estimates commission payable; 
tion of actual for estimated commission resulted in an increase of $1,100.48. 


The amount of $155.02 is a balance due under 
been transferred from, “Funds held or deposited with ceding reinsurers,’ 


which caption the company reported this item in the annual statement. 
It is recommended that the company, in statements filed with the department, 


enter all items under the proper captions. 
Reinsurance recoverable 


the substitu- 


r a runoff treaty account and has 
’ under 


The reinsurance recoverable on loss payments was examined in detail at 
the home office and the admitted asset in this report is $242,086.74 in excess of 


the amount reported by the company. 


This excess is brought about by the entry, as a nonledger asset, of a recovery 


made from Lloyds of London under the excess cover contract. 


shown as a liability for unauthorized reinsurance recoverable on paid losses. 
It is recommended that all reinsurance recoverable be included in annual 


statements filed by the company. 


A like amount is 
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Accounts receivable 


Accounts receivable, in the amount of $50,133.89, have been allowed as an 
admitted asset in this report. 

This asset is comprised of amounts due from associated companies for the 
use of underwriting and loss facilities of the Service Fire Insurance Company of 
New York. The balances, settled on a monthly basis, as at December 31, 1954, 
were as follows: 


Service Underwriters Lloyds of Texas. =... .=-.-------- =. $3, 081. 81 
Lake Shore Insurance Exchange 25, 908. 94 
Service Casualty Company of New York 21, 143. 14 


Deferred expenses 


The deferred expenses, in the amount of $112,073.95, are comprised of the 
following accounts: 


Deferred bureau expense $32, 088. 89 
DeECrwed INNGURNSS: PENIRIIMIB.. «...6cs a ccnc cn cens eee 35, 000. 00 
Expense advances 


112, 073. 95 


The company elects to prorate, on a monthly basis, the total yearly cost of 
certain specific expenses, and the balances of the deferred bureau expense and 
deferred insurance premium expense accounts represent amounts yet to be 
charged to expense. 

Expense advances are amounts advanced to employees of the company for an- 
ticipated expenses to be incurred in the performance of their duties. 

The expense charge and distribution is made monthly from the expense ac- 
count submitted by the employee. The balance shown on this account repre- 
sents amounts yet to be charged to expense. 

The foregoing items included under deferred assets, totaling $112,073.95, have 
been considered by the company as not admitted and is treated in a like man- 
ner in this report in accordance with the provisions of section 1 of the New 
York insurance law. 


Company automobiles 
Company owned automobiles are summarized as follows: 


Book value | Depreciation | Ledger asset 


United States.........-.- dececccecee-cece----| $306,606.84 | $303,505.56! $93, 101.28 


Ra pe ND rte Sh Pes i 13, 764. 98 | 9, 933. 18 3, 831. 80 


Wetativt . rscwwils. asl. antl. sbaS $20, 21,88 | 313, 438. 74 | 96, 933. 08 
' 
Automobiles are used by claim adjusters and field representatives in the per- 
formance of their duties. The company treats the book value of cars less depre- 
ciation as a not-admitted asset. This item is treated in a like manner in this 
report, in accordance with the provisions of section 71 of the New York insurance 
law. 
Unlisted assets 
The company has shares of stock and promissory notes of the General Adjust- 
ment Bureau, Inc., and Western Adjustment & Inspection Co., as follows: 
Stocks Shares 
General Adjustment Bureau, Inc 
Western Adjustment & Inspection Bureau 


Promissory notes.—Western Adjustment and Inspection Bureau, due January 
1, 1990, which the company elects to report in schedule X, part 1, unlisted assets. 
These notes and stocks were examined in the vaults of company’s custodian, the 
Hanover Bank, 70 Broadway, New York, N. Y. 


91018—57—pt. 1 20 
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LIABILITIES 


Losses 


The following is a summary of the reserve for unpaid losses as of December 
31, 1954, as determined by this examination: 


Auto physical damage 


a ca camnee sao nenauk Skcmel-anesipppntninmamocnieieanl $1, 477, 498. 66 
I cater spelen ns alli inte RRR eae ie ieee 294, 921. O01 
SINR ALIEL 51a dscnnilnluesteniahencocimecaphabeaieaaanecasemiambadiidin didiaidensmeuinatidints 1, 182, 572. 65 


The loss reserve is $1,136, 783. 35 less than the company reported in the annual 
statement, this difference is reconciled as follows: 















































Company Report | Decrease 
seat | sake 
Gross: | 
EL, Ch nac iain adhaninuiaean aeltinacenekes aan toe tenin | $1, 598,937 |$1, 331,445.36 | $267, 491. 64 
Unreported. ....--.-..--.=-.-...-- vad newiwewnues at 1, 300,000 | 935, 486. 36 364, 513. 64 
i eee | (789, 438. 06) | 789, 438. 06 
aE i erik ans ecitgninebesbwiine ian senmrs | 2, 898, 937 1, 477, 493.66 | 1,421, 443. 34 
Reinsurance: a ; 
NEN Maltin Wow aber 20 eek ds tbeowbeiwdeivdewdedbbcadty 316, 748 263, 769. 70 52, 978. 30 
A, SRE STC 30k BOLL) db d< dd -opesbndcpiess | 262, 833 189, 570. 66 73, 262. 34 
tli, «cp sere men = meted nena *= penn laewons . (158, 419. 35) 158, 419. 35 
nen tes at ebb eekesRMuhauaTewee 579, 581 294, 921.01 | 284, 659. 99 
Net: 
NE idan otrunatih an onagtine® mae ieteced ol 1, 282, 189 | 1,067, 675. 66 214, 513. 34 
Unreported a lavddnoedacbueiue stakes .64.0 tk anet 1, 087, 167 745, 915. 70 291, 251. 30 
OUR & i schde dabs ide bled = 44 lenad co ap opted d dird= op algh eng Ad ------| (631,018. 71)| 631, 018. 71 
iit iinet is een ptipamehs <oEpepenncaie eee ater ct 2, 319, 356 | 1, 182, 572. 65 1, 136, 783. 35 
i 


| 








The decrease arises principally from the allowance of salvage and subrogation 
amounts recovered subsequent to December 31, 1954. Also, the company in- 
cludes a 15 percent loading in the reported losses and has overestimated the in- 
curred but unreported losses. 

It is recommended that closer estimate be made for unreported direct losses, 
in the future, based on the company’s experience. 

The reserve for unpaid losses was compiled from loss-experience tabulations, 
ecards which were punched from loss advices, and copies of loss checks received 
from the claim offices for the first 3 months of 1955 on losses which were in- 
curred in 1954 and prior. Actual payments were substituted for company esti- 
mates, and provision was made for losses incurred on or prior to December 31, 
1954, but reported subsequent thereto. Credit has been allowed for salvage, 
subrogation proceedings, and authorized reinsurance. 

Claims offices supervise the adjustment and payment of losses, under advise- 
ment to the home office and retain original loss records. Comprehensive test 
checks of the original loss records to tabulated loss runs were made at the 
claims offices visited during the examination. 

Policies issued on financed motor vehicles in all States, except California, 
contain the following provision with respect to the payment of loss: 

“The insured under this policy is the above-named purchaser insured, the 
dealer who endorsed or assigned the purchaser’s obligation, and the Universal 
CIT Credit Corp. or any affiilated or subsidiary company thereof; any loss here- 
under shall be payable to the above as their interests may appear.” 

Except where State regulations require a different form of payee, it is the 
custom of the company, when paying claims where motor vehicles are purchased 
under finance plans in the United States, to make checks payable to the order of 
the coinsured finance company or the purchaser insured or any repairer/dealer 
designated by the insured. This procedure is followed under “hold harmless 
agreements” in possession of the company, executed by each of the eight Uni- 
versal CIT Credit Corps. 

The loss checks are delivered to the finance companies which have agreed to 
be responsible for proper payment to the purchaser insured or other payee and 
to hold the company harmless from any loss or damage which may result from 
this method of payment. 
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Loss-adjustment expenses 

The reserve for loss-adjustment expense was estimated, based on company 
experience, and the reserve of $378,028.16 is $2,140.84 less than the company re- 
ported in the annual statement. 


Other expenses 

This reserve, in the amount of $116, 389.31, was determined from a review of 
vouchers and records for the first 3 months of 1955 at the home office. The 
amount in this report is $62,132.21 greater than the amount shown in the com- 
pany’s annual statement annd the excess is analyzed as follows: 


Decrease | Increase 
. 


General expense ....-....---------+-----------------2------20-- 202 22-- +222 nee : $29, 912. 37 
pnoomtive and extra compenentiom. |... 2... 22.2 esis sesh ds de Lecce dea deed - 

Transfer to loss adjustment-._..--- $7, 067. 49 

Net increase 62, 132.21 |-_.._- 


| 69, 199.70 | 69, 199. 70 


Tazves, licenses, and fees (excluding Federal income tazes) 


The reserve for taxes, licenses, and fees in the amount of $1,177,532.74, as 
determined by this examination from detailed records at the home office, is 
$120,777.86 less than the amount reported in the annual statement and the 
difference is accounted for as follows: 





Annual Report | Increase or 
| Statement | decrease 


a1 eae | “| 

State and local insurance taxos__-_-- pee | $1, 237,000.00 | $1, 102,721. 48 ($134, 278. 52) 

Insurance department licenses and fees 12, 000. 00 | 12, 000. 00 

Payroll taxes ; 49, 310. 60 17, 777. 08 (31, 533. 52) 

All other . 45, 034. 18 | 45, 034. 18 
| 


1, 298, 310. 60 1, 177, 532. 74 (120, 777. 86) 


Federal and foreign income taves 
The reserve for Federal and foreign income taxes consists of the following: 


United States: 
Per filed report $9, 604, 536. 61 
Increase based on reserve changes___.._____-______-______ 636, 000. 00 
10, 240, 536. 61 
103, 227. 51 


10, 343, 764. 12 


This amount is $322,748.06 in excess of that reported in the annual statement. 

The CIT Financial Corp. files a consolidated return for all the associates and 
the company reimburses the parent company on the basis of the computed tax 
on earnings. The reserve in this report consists of such computed tax payable 
plus an amount to provide for the additional tax occasioned by the decrease in 
reserves as established by this examination. 

No provision has been included in the reserve for Federal income taxes which 
may be applicable to unrealized appreciation in the market values of invest- 
ments. If this unrealized appreciation of $4,110,375 had been a realized gain 
at December 31, 1954, additional Federal income taxes approximating $1,069,000 
would have been incurred. 

The Canadian income tax is computed and paid by the Service Fire Insurance 
Company of New York and the reserve is based on the actual return filed. 
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Unearned premium reserve 
Premiums in force and the unearned thereon as of December 31, 1954, are 
summarized as follows: 


Auto physical damage In force | Unearned 
| $8, 598, 489. 04 $4, 650, 989. 41 


aipeer ore isii .osit oe Cl ch gh tas ee Rss gid - code - oy t, 650 
67, 912, 476. 58 36, 846, 396. 28 








I a i i an ies Srinagar eeu ane 
SE eee cecknehl amereten~ oanencunes sen ann ones dts 584, 357. 10 | 584, 357. 10 
a teaser ee re mee os 77, 095, 322.72 | 42, 081, 742. 79 


Tabulating cards are punched daily in the home office from copies of policies, 
endorsements, and cancellations written by the underwriting offices. These 
ecards are balanced daily to underwriting office controls and monthly to the 
home office manually prepared premium summary. 

Policies are issued for periods up to 10 months, with the majority, falling 
into the 12-, 18-, and 24-month group. The company, for purposes of computing 
the unearned premium reserve, uses monthly pro rata fractions and classifies 
premiums written into the following terms: 


Terma 

assiqned 
Terms of policies (months) 
70, 2 eee. SC RRI ne et B29. SLL SEU 6 
Beate ack reste inincs a ccna Seether as as raat oie oat eae ett a he hs She hte ad 12 
ae Oe 3 Sees, CIesIVe...... ee ene ee se Uk 15 
I TI canine NDI AA all ei nb EDs do es es 18 
chi aiasesigeae pins omsippredingn Menino Reh 24 
I IE - SETO cs co eotinsin i este plnee wm Shonika x 30 
i ec: i caciehcenisatiientaer indie asaniimion ania SN So ake 36 
ee ee eet Sn SEE SUES TAOIOR ) ose mie enema areas a 42 
43 to 45 monuus, mciusive <auto homes)... ..... +... ween == 4s 
290° t> 60: months, inclusive (auto homes) ..........._.....- es 60 


Premium transactions entering the in force for the 12 months ended December 
31, 1954, were checked to the premium income recorded in the general ledger. 
Tabulating cards were test checked to copies of policies and endorsement ad- 
vices for punching accuracy. 

The unearned premium reserve as determined for this examination is $567,- 
869.32 in excess of the amount reported by the company, accounted for as 
follows: 





ee ee een ne wiemibtnedesatin tes $12, 869. 32 
Additional reserve for return premium liability due assureds___..__ 555, 000. 00 
Neen ee een ee ae crauiviewemmarereniitigned 567, 869, 32 


The company’s in force, due to punching and coding errors, includes credit 
items which the company included in its reserve calculation. The omission of 
these credit items from the unearned premium reserve computation made for 
this report accounts for $12,869.32 of the total increase. 

Improper classification of automobile collision risks which resulted in a higher 
premium being charged some assureds than rating information warranted, neces- 
sitated provision for an additional reserve of $555,000 for an estimated return 
premium liability due assureds and makes up the balance of the total increase. 

It is estimated that the total net liability for overcharges due assureds 
amounted to $1,385,000, of which $830,000 is already included in the company’s 
unearned premium reserve. The difference of $555,000 is the additional reserve 
required to provide for the estimated total liability. 

During the course of this examination the company’s underwriting practices 
were reviewed and a tabulated test run was made to determine how the com- 
pany’s classification of risks compared to similar figures developed for the 
entire industry. 

The figures developed from this test run revealed an apparent disparity in 
the company’s distribution of risks by rating classification between the company 
and the industry as a whole. 


Dm 


t 


b 
0) 


o" 


a) 
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Visitation to branch offices by the examiners disclosed and established the 
following facts: 

1. Universal C. I. T. offices classified risks from information contained in a 
record known as the “customer’s statement” which is retained by those offices. 
(It is noted that the principal source of premium income is from U. C. I. T. of 
which this company is an affiliate.) 

2. The U. C. I. T. office’s and dealer-agent’s practice has been that when no 
rating statement accompanied an application or customer’s statement, which 
definitely established the assured as a class I risk, the risk was automatically 
rated as class IT, 

8. The insurance company did not check rating information when the “daily 
report” reached its office and no effort was made to determine compliance with 
its filed rates, 

4. The company has a continuous “destruction of records policy” whereby rec- 
ords pertaining to rating classification are destroyed 2 years after the expiration 
of the policy. 

5. The improper classification resulted in higher premiums being charged on 
some policies than the rating information warranted. 

Company officials claimed lack of knowledge to all the foregoing with the 
exception of item 4, “destruction of records policy,” and did not dispute the 
allegations. 

The procedures under items 1, 2, and 3 were not satisfactory inasmuch as 
the insurance company is an affiliate of the finance company and the U. C. I. T. 
branch offices are primarily concerned with the finance business. The U. C. I. T. 
offices and dealer-agents should have been compelled to apply proper classifica- 
tion to the risks or the insurance company should have rated each risk properly. 
The responsibility for adhering to rates, filed on its behalf, and the proper class- 
ification of risks is the company’s and cannot be avoided by the claim of lack of 
knowledge as to the procedure followed by the U. C. I. T. offices and dealer- 
agents. 

The company complied with a request for immediate remedial action, by 
revising its manual of instructions effective July 1, 1955, so that the company 
is now responsible for the proper rating of risks. A detachable section of the 
“customer’s statement” on which all required insurance information is recorded, 
has become a part of the daily report. 

It is recommended, under item 4, that the “destruction of records policy” be 
revised so that all records pertaining to any and all transactions occurring be- 
tween examination dates remain available to the examiner, giving due con- 
sideration to the statute of limitations and any other records relevant to 
examinations. 

Under item 5 it is submitted that it is the company’s responsibility to adhere 
to rates filed on its behalf and the proper classification of premiums. If through 
nisclassification an error is made in the premium charge an adjustment must 
be made in the form of an additional premium from the insured or a refund 
of the overcharge by the company. 

In the case of the overcharges made prior to July 1, 1955, there exists, in 
most States, a question of law as to who may be entitled to the return of such 
overpayments. 

This matter is being settled, without resolving the question of law involved 
and without prejudice to the legal rights of all parties concerned, by— 

1. Acceptance of a proposal made by the Service Fire Insurance Co. for 
the purpose of settlement. The proposal is contained in a letter dated 
November 28, 1955, addressed to the Hon. Leffert Holz, superintendent of 
insurance, State of New York, at 61 Broadway, New York, N. Y. A copy of 
this letter is attached to and becomes a part of this report on examination 
and is shown as exhibit A. 

The proposal contemplates restitution to all assureds for all proven claims 
of overpayments, due to misclassification of collision policies, that may be 
presented. Specifically the company will recheck its rating data on collision 
policies in force as of June 30, 1955, on the basis of which these policyholders 
will be canvassed and refunds of proven overpayments will be made. 

The finance companies concerned in this matter have agreed to refund 
to the customer any return premiums it receives from the Service Fire In- 
surance Co. as a result of this action and have duly executed a covenant 
not to sue in favor of the Service Fire Insurance Co. 

2. A resolution made by the executive committee of the National Associa- 
tion of Insurance Commissioners on December 1, 1955, relating to the instant 
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matter. A copy of this resolution is attached to and becomes a part of this 
report on examination and is shown as exhibit B. 

It is the sense of the committee that the proposed settlement is fair and 
reasonable and favorable consideration should be given the offer by the 
several States to which it is submitted, unless the laws thereof otherwise 
provide. 

The company has extended its proposal to all States of the United States in 
which it is licensed, the District of Columbia and the Territory of Hawaii, and is 
presently in the process of complying with its proposal and the resolution of the 
executive committee of the National Association of Insurance Commissioners, 


Amounts withheld for account of others 


This liability represents withholdings from employees’ salaries, still in the 
possession of the company on December 31, 1954 as follows: 





Dement witdrebbnethes sbi sis bs aieinsneseseseen one $3, 427. 87 
Irene IRN RN oc ca ai ese entven enemas 68, 773. 31 
State aiwicity; arinus ici. ssid eh catenin cece nSeaticia Rs <iietesindibaneed 3, 558. 89 
COV GRRIONT ORV imet Omnis 5 ii i ee eid ditt neds nunne 3, 184. 91 
Pehelda Pheer ced Dap LE ee AE ge bopsnnabipbvetiines 14, 490, 22 
RE CN iis nici Seige tebite denn meemss 5, 155. 31 
DIG. ORE eenst yr PDOnIeNIL® LO Wie oo 8 ee ee mine 9, 289. 83 

AIAN ES Sas hk aad a dh el ate tbl erenenomenteens 107, 880. 34 


Employees of this company avail themselves of the finance facilities extended 
by the Universal C. I. T. Credit Corp. The employee accounts listed above, in 
the amount of $5,155.31, represent withholdings from employees’ salaries for 
installments due the Universal C. I. T. Corp. under this arrangement. 

The other withholdings under this caption are self-explanatory. 


Balance due to associated company 


Under the quota-share treaty the Service Casualty Insurance Company of 
New York reimburses this company monthly for paid losses and loss expenses 
based on an estimated figure. Actual paid losses and loss expenses recoverable 
are determined and journalized later, but before the books are closed for the 
month. 

Payment of $600,000, based on the December estimate, was received from the 
Service Casualty Company of New York. The actual paid losses and loss expenses 
for the month of December 1954 were $529,714.65, and the difference of $70,285.35, 
has been included as a liability in this report. 


Premium adjustment under reinsurance contract 


The premium due under an excess-of-loss contract with Lloyd’s Underwriters is 
subject to adjustment at expiration, and an additional premium of $3,482.10 was 
found to be due on the contract which expired January 1, 1955. 


Reserve for outstanding checks 


The company practice with regard to outstanding checks is to add back to 
cash in banks, checks that have been outstanding for over a year, by reversing 
the original entries. No reserve was provided by the company for such checks, 
which may be presented for payment and are valid obligations during the period 
of the statute of limitations in each respective jurisdiction. 

An estimated reserve of $100,000 is included in this report and it is recom- 
mended that the company provide for this liability in the future. 


CAPITAL STOCK 


The authorized capital stock of the company on December 31, 1954, was $2 
million, consisting of 20,000 shares with a par value of $100 each, all of which 
are owned by the Commercial Investment Trust, Inc. 

The stock was checked to the stock-certificate book, and a stock certificate repre- 
senting the total outstanding shares was inspected. 
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DIVIDENDS 


Dividends paid to the stockholders since December 31, 1951, the date of the 
previous examination, have been as follows: 














Since organization, the company has paid cash dividends totaling $28,990,000. 
II. RECONCILIATION OF LEDGER ASSETS 


The following is a reconciliation of the ledger assets on December 31, 1953, 
and December 31, 1954: 


Increase in ledger assets: 
Net premiums written $40, 002, 986. 37 
Interest and dividends received: 
ONG hiss Bian 
Od a ager cde acscnaccs acco 
1, 721, 376. 09 
From sale or maturity of ledger assets: 
POU eae ahead na he Cee 102, 340. 0S 
BOR 6. occtienaes cee So 28 eee oes 448 777. 72 
551, 117. 80 
Other income items or increases, viz, agents’ 
balances previously charged off 137.10 


Total 42, 275, 617. 36 


Decrease in ledger assets: 
Net losses paid 
Expenses paid... .___ See see Sa ee — 
From sale or maturity of ledger assets: 
OCs a tank i cs recawmmansenabin __. $115, 846. 01 
Stocks 
199, 398. 48 
Other disbursement items or decreases, viz: 
Agents’ balances charged off___- 366. 73 
Funds held under reinsurance treaties__._._.._....---- 979. 93 
Amounts withheld or retained for account others___-__ 3, 760. 16 
Balance due associated company 87, 185. 20 
Federal and foreign income taxes paid 6, 376, 056. 70 
Dividends paid stockholders 4, 000, 000. 00 


— 


38, 868, 987. 90 

Reconciliation between years: 
Amount of ledger assets, as per balance, Dec. 31, 1953__-._.. 80, 347, 570. 11 
Increase of ledger assets during the year 2 3, 406, 679. 46 


Balance, ledger assets, Dec. 31, 1954 83, 754, 249. 57 
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Premiums written and premiums earned for the year ended December 31, 1954, 
are summarized below: 


Gross premiums (less return premiums) written and renewed Line, auto 
during year: virange che damage 
SEPM aaah acc tease eh os oo aii oasisads ss Sie oe tniedianteremenm . $49, 536, 222. 22 
i i soma es on 20. 42 
Ne ere ee ee 9, 533, 215. 43 
Toes remains Written. oo Spear 40, 002. 986. 37 
Unéarned, premiums, Dec. 81, 1953_.~............__.____ 46, 158, 191. 65 
Uneariem peemnums, Dect, 31, 1054 -- 42, 081, 742. 79 
Premiums earned during year 1954____.__-___._-_-_..----_ 44, 079, 435. 23 

Line, auto 
Losses paid less salvage: physical damage 
Nee i acniuihanioaniohuiailainiabite ee $26, 171, 762. 3! 
peeeerunee  Gueumea. i tess bee etd oc ee ucoi ll cle 8, 013. 46 
I a a Se napa 5, 540, 430. 38 
ree eee Se ek Sit ee Lk _ 20, 628, 318. 54 
Net losses unpaid, Dec. = : , te ar A eee ee ee 1, 182, 572. 65 
Net losses unpaid, Dec. ¢ Se eae rate ase te ets tree caren aaa ee a 
Losses incurred, Dec. 31, 1954 ee ie eee 19, 052, 545. 19 
Ratio of losses incurred to premiums earned_-___-__--_ ae 43. 22 


The following is an exhibit of expenses paid and incurred for the 12 months 
ended Dec. 31, 1954: 























oa l l 
| Loss-adiust- | Other under- | Investment | 
ment | writing | expenses | Total 
expenses | expense 
a <iguaed <nhttlins bs “alba tees Be a cid. >. 
. | | 
Claim adjustment services: } | 
Direct i ce canal So ° * ~_— Ae Pen $63, 679. 97 
Reinsurance assumed.......... seal 3, 24 |....- pedbscbthnddsadhpabeiwal 3. 24 
Reinsurance ceded_________._- 5 ria | (703, 241. 40)| i a ae (703, 241. 40) 
Net claim adjustment services. .......... (639, 558. 19)|------- | (639, 558. 19) 
Commission and brokerage: | a eee | ; 3 | 5 See 
OT RS ES een vibe Lletss ib dwsiduies $1, 351, 699, 12 |... ....| 1,351, 699. 12 
Reinsurance ceded --_____._--.--- a a 850, 2290. 14)) (1, 850, 229. 14) 
Net commission and brokerage. .... (498, 530. 02) | (498, 530, 02) 
ie cer minsknp einen il ELS , 15, 998. 98 ; sia 15, 998. 98 
Boards, bure aus, ‘and associations. ...... paciaiel iia dls “ 162, 562. 20 |..20--2-0s0e6 152, 562, 20 
Survey and underwriting reports. -_-- - s 108, 523.30 |.- an) 30 
Salaries____ eii3 3, 222, 260. 56 960, 419. 26 $33, 778.90 | 4, 216, 458. 72 
Employee relations and welfare....... 189, 672. 58 | 58, 325 1,982.90 | 249, 980. 78 
Insurance nis. ee 42, 693. 32 18, 58s 7.21 | 61, 289. 52 
ain Nena 2S ; 1, 717. 00 1, 093. 00 | 110. 00 | 2, 920. 00 
Travel and travel items... 931, 615.15 | 59, 730. 14 225.66 | 991,570.95 
ent and rent items_......................-...}') M2188 119, 600. 85 |} 221, 735. 67 
I os ak, stein Sane Gs attest 26, 313. 86 >, 796. 50 | 38. 74 32, 149. 10 
Printing and stationery - 65, 380. 99 $9, 013. 00 3, 593. 45 157, 987. 53 
Postage, telephone and telegraph, exchange | 
and express__-- \ } nie 79, 721. 30 | 111, 787. 38 3, 018. 76 194, 527. 44 
Legal and auditing Pe — 10, 499. 66 15, 508. 83 10, 481. 44 | 36, 489. 93 
Taxes, licenses, and fees: 
State and local taxes---.- 1, 477, 089. 58 ...-| 1,477, 089. 58 
Insurance department licenses and fees ¢ 118, 398. 28 118, 398. 28 
Payroll taxes. _--- fats 119, 814. 20 | 119,814. 20 
All other (excluding Federal and foreign 
income and real] estate) os | 
Contributions ae ‘ a 2 | 2, 398. 54 29.15 
Claim-service fees__-...-- ES 571, 236. 20 | . apes 
Tabulating expenses. ..-- : 30, 827. 81 1 7 
Management fees_..- er : ad : 3.15 | (177,38 (420. 00) 
ees 515. Doe J 4i- stole Bet Bas 4, 636, 916.75 | 2,888, 109.11 | 52, 846. 30 | 
Add unpaid expenses , De 2c. 31, 195 hos .---| 378,028.16 | 1, 290,771.91 | 3, 150. 14 
Less unpaid expenses, Dec. 3 1953 . | 376,270.00 | 1,714, 421. 32 4,088.00 | 2 
scent " a enamendi — os oon . | — — 
leMkbecidbovons nieceararele are ne 4, 638, 674.91 | 2, 464, 459. 70 51, 908. 44 | 7, 155, 043. 05 
| | 
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III. UNDERWRITING AND INVESTMENT EXHIBIT 


The following is a condensed statement of underwriting and investment results 
for the period January 1, 1952, to December 31, 1954, inclusive, on the form 
adopted by the National Association of Insurance Commissioners : 


Statement of income 


Underwriting income: 
Premiums earned $126, 759, 463. 71 


Deductions: 


Losses incurred : 66, 180, 233. 85 
Loss expenses incurred 14, 286, 755. 78 
Other underwriting expenses incurred 4, 934, 173. 47 


Total underwriting deductions 85, 401, 163. 10 
Net underwriting gain 41, 358, 300. 61 
Investment income: 


Net investment income earned 4, 316, 448. 23 
GAO: UCI OUI it cerns retin naga 464, 052. 35 


Net investment gain 4, 780, 500. 58 
Other income: 
Net loss from agents’ balances charged off (22. 64) 


Net income, before Federal and foreign income taxes____~ 46, 138, 778. 55 
Federal and foreign income taxes incurred (23, 981, 748..06) 


Net income 22, 157, 030. 49 





oi : | 
Gain in surplus Loss in surplus Total 
| | 


Surplus as regards policyholders, Dec. 31, 1951. .........|----- ae ijnaeuaw $179 972, 812. 05 


tay 


Net income os = = | $22, 7, 030. 49 | 
Net unrealized capital gains.... it 0, 375. 00 | 
Net gain from decrease in nonadmitted assets_- ; 25, 666. 68 
Increase in liability for unauthorized reinsurance o-2-22s--------} $233, 950. 88 
Net accounts payable and receivable.......... < . 10, 228, 82 
Cash Ces ond “11, 928. a]... 

Funds held not admitted ____- 90, 979. 75 
Deferred expenses. . } 126, 632.13 |_- 
Reserve for checks not cashed_. | 
Dividends to stockholders (cash) ---- 


100, 000.00 |....----.--- 
11, 000, 000. 00 | --- 


Total gains and losses_. aaa | 26, 522, 607. 62 | 11, 344, 179.70 |_- : 
Increase in surplus to policyholders. Siti de | 15 5, 178, 427. 92 


Surplus as regards policyholders, Dec. 31, 1954....|..........-...--].--.-..--.-.----| 3, 151 29. 97 








Summary of surplus as regards policyholders 


| Dec. 31, 1951 | Dee. 31, 1954 | Total 
| | _ 
no 


| 
Capit il Se chaning iseateecah | $2,000, 000.00 | $2,000, 000.00 | 7 
oe 15,972, 812.05 | 31.151, 239.97 | $15, 178, 427 92 


| | 
Total. , witaniehaitd. wh ads eall 17, 972, 812, 05 33, 151, 239. 97 | _ 15, 17 8, 427. 


Ratio of losses incurred to premiums earned -- 

Ratio of loss adjustment expenses incurred to pre miums 
earned 

Ratio of underwriting expenses incurred to premiums 
earned _- : 
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Operating results of the company for the period January 1, 1952, to December 
31, 1954, are summarized below : 
Gain from underwriting $41, 358, 300. 61 
Gain from investments 4, 780, 500. 58 
Loss from miscellaneous items (22. 64) 
Dividends incurred (11, 000, 000. 00) 


Net gain before income taxes 35, 138, 778. 55 
Federal and foreign income taxes incurred (23, 981, 748. 06) 


Net operating gain 11, 157, 030. 49 
I ace sllderepenicaSran even qvenem embargo 4, 110, 375. 00 
Loss from change in statutory reserves____--_--..---.----~- (88, 977. 57 


15, 178, 427. 92 
Reconciliation of changes 


The increase of $99,298.81 in surplus as regards policyholders as determined 
by this examination is reconciled as follows: 


Increase in Decrease in 
surplus surplus 


Association value of stocks es rs care See i eecee . | | $101, 500. 00 
Agents’ balances not admitted acetation : ; 1, 899. 10 
Unpaid losses : eos zt kine <esbe OA. 396. TOR BE ccnndestexs . 
Loss adjustment expenses -- - - --.-- ; 2, 140. 84 
Other expenses... _- eee 3 oo ' 132. 21 
Premium taxes _- canaela whe iJ. id | 20, 777. 86 : 
Federal income taxes -_. : 4 ciel vid . 748. 06 
Unearned premiums. 7 | , 869. 32 
Amounts withheld for account of others_ -- ; 822. 45 
Premium adjustment under reinsurance contract... .....--- : 3, 432. 10 
Reserve for checks not cashed : _ : ba ‘ 000. 00 
ey eee ee a ee or oem nna cebeaie atte rmietcede 259, 702. 05 403. 24 
I a ei 298. 81 


weet... 2s $b). 6uliusiebs a Pigteab aes lial 259, 702.05 | , 259, 702. 05 


SUMMARY, COMMENTS AND RECOMMENDATIONS 


Financial condition 


The following is a comparative summary of the financial condition of the 
Service Fire Insurance Company of New York, on December 31, 1954, as de- 
termined by this examination and as reported by the company: 


} 
Examiners Company 


i 
| 


Ce ee eS ae | $88, 954, 904. 27 | $88, 816, 216. 63 $138, 687. 64 
IED vcteucasnsdtetuntasensences _....----| 55,803, 664.30 | 55,764, 275.47 | 39, 388. 83 


Capital oa on 2, 000, 000. 00 oe SD . 
ES caret socees ee! Saamees Shadbadspvdonweel 31, 151, 239. 97 | 31, 051, 941. 16 | 99, 298. 81 


Surplus as regards policyholders. -.............---- | 33,151, 239.97 | 33,051, 941.16 | 99, 298. 81 
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A comparison of the financial condition disclosed by this examination with 
that of the preceding examination indicates the following changes: 


j 
Report, Dee. | Report, Dec. Increase 
31, 1951 


Admitted assets $88, 954, 904.27 | $61,446, 766.57 | $27, 508, 137. 70 
Total liabilities 55, 803, 664.30 | 43, 473, 954. 52 12, 329, 709. 78 





Cepmelli (203 uh esse. saysioenest olay. 2 2,000, 000.00 | 2,000, 000.00 
Bl, 151, 280.97 | 15,97%,812.05 | 16, 178, 427.92 


15, 178, 427. 92 


Surplus as regards policyholders 33, 151, 239. 97 


The comparative ratios of total liabilities to admitted assets, as determined by 
the current examination and the examination immediately preceding, are as 
follows: 





Dee. 31, | Dee. 31, 
1954 1951 


f | 
Admitted assets $88, 954,904.27 | $61, 446, 766, 57 
TOE SID rt ccc semen need bonnnglebnsinamemtoantebes | $55, 803, 664.30 | $43, 473, 954. 52 


62.73 | 70. 75 





Recommendations 


The principal comments and recommendations made in this report are sum- 
marized for convenient reference as follows: 

1. Comments on management contracts: Upon recommendation expense shar- 
ing agreements were substituted for existing management contracts. 

2. Recommendation regarding agent’s balances: Entry of all items under the 
proper captions in reports made to the insurance department. 

8. Recommendation concerning reinsurance recoverable: All known reinsur- 
ance transactions as of statement date be included in reports made to the in- 
surance department. 

4. Recommendation with regard to unreported losses: Effort be made to arrive 
at a closer approximation for these losses. 

5. Federal income tax, comments: Calculation of Federal tax liability if the 
unrealized appreciation in market value of investments had been realized. 

6. Comments and recommendation with regard to misclassification of risks: 
Corrective measures instituted by the company upon request; recommendation 
for revision of “destruction of records policy.” The refund of overcharges and 
how this matter was resolved. 

7. Reserve for uncashed checks: The company continue to provide for this 
contingent liability. 

Respectfully submitted. 

Gustave T. SCHOENECKER, 
Eraminer, State of New York, representing zone 1, 
National Association of Insurance Commissioners. 
Frep EB. GarM, 
Eraminer, Commonwealth of Pennsylvania, representing zone 2, 
National Association of Insurance Commissioners. 
JAMES M. McCorMAcK, 
Eraminer, State of Florida, representing zone 3, 
National Association of Insurance Commissioners. 
WASHINGTON WHITESIDES, 
Examiner, State of Texas, representing zone 5, 
National Association of Insurance Commissioners. 
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Exursir A 


Service Fire INSURANCE CoMPANY OF NEW YorRK, 
New York, N. Y., November 28, 1955. 
Hon. Lerrert Horz, 
Superintendent of Insurance, 
State of New York, New York, N. Y. 


Dear Sir: This letter sets forth the proposal made on behalf of Service Fire 
Insurance Company of New York for the adjustment of the claim that Service 
Fire has misclassified collision risks on private passenger cars in New York and 
that such misclassification has resulted in overcharge of premiums on collision 
policies. 

Three preliminary considerations should be noted in connection with our pro- 
posals: 

1. The instant controversy relates only to past transactions. On or about 
July 1, 1955, Service Fire put into effect in New York and elsewhere, procedures 
designed to eliminate the possibility of misclassification of collision policies. 
Under these procedures with respect to every collision policy written by Service 
Fire, the necessary rating information is now being obtained from the car pur- 
chaser over his signature, or, where that is not feasible, the necessary informa- 
tion is otherwise obtained and a written record thereof is made. In each instance, 
the rating is checked and rechecked and complete rating information is in the 
files of the insurer. Because of these procedures, misclassification on current 
and future business is highly improbable. These procedures go far beyond the 
requirements of National Automobile Underwriters Association and call for 
mor rating information than most insurers require or obtain. 

2. The problem of misclassification has arisen primarily because Service Fire 
was not furnished with adequate rating information to permit the writing of 
policies at the lower rate classification. Under the NAUA procedures, an in- 
surer is not justified in writing at a lower rate unless it is furnished with rating 
information which supports a lower rate. Itis our position that Service Fire was 
not justified in writing policies at a lower rate classification unless it was 
given rating information that it could attach to its policies to justify the 
lower rates. 

8. The business of Service Fire consists principally of insuring automobiles 
sold by dealers on the installment plan. Neither Service Fire nor any finance 
company affiliated with it has any connection with the dealer or with the initia] 
transaction between the dealer and the customer. If the customer wishes to 
buy the car on time, the dealer will charge a price for the car which is higher 
than the cash price. This higher price is known as a time-price, which may in- 
clude a factor to cover insurance costs. It does not, however, include an in- 
surance premium. The dealer is not selling and the buyer is not buying insurance. 
The customer has the option to provide for his own insurance, but if he does not 
choose to do so, the dealer or the finance company (if the dealer has assigned 
the installment contract to a finance company) may purchase insurance and pay 
for that insurance out of its own funds. In that event, any return of premium 
must go to the person who bought the insurance and paid the premium. The 
customer may or may not have a claim against the dealer or the finance company 
for an overcharge on the time-price of the automobile, but in any event, the cus- 
tomer’s rights depend upon the contract between him and the dealer or the 
finance company and each case would, therefore, have to be dealt with on its 
own facts. 

It is our position that the customer does not have a claim against the insurance 
company where as here the finance company purchases the insurance and pays the 
premium out of its own funds. This means that in the instant situation, Service 
Fire’s policyholders could have no claims against Service Fire, which sold the 
insurance to its affiliated finance company, although the finance company, Uni- 
versal CIT Corp., may Claim any refund of premiums resulting from misclassifi- 
eation of collision risks by Service Fire Insurance Co. A recognition of these 
legal principles is basic to the proposal which is outlined below. 


PROPOSAL 


1. If the holder of any collision policy having a class 2 rating on a private pas- 
senger car in New York asserts that his policy has been misclassified and that 
he is entitled to a lower rating, Service Fire will recheck the classification and 
if it is established that the policy should have been written at a lower rate, Serv- 


ae Ae bt 
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ice Fire will refund any excess premium to the person who is entitled to it by 
law, namely, Universal CIT Credit Corp., the finance company which is the 
holder of the conditional sales contract. 

2. Universal CIT Credit Corp. as a matter of business policy has agreed that 
it will refund to the customer the amount of return premium which it receives 
from Service Fire. The refund will be made by appropriate credit to the cus- 
tomer’s account or otherwise as the circumstances may require. 

3. To implement this refund procedure, Service Fire will mail a request for 
rating information to the holders in New York of all class 2 collision policies that 
are in force,’ except— 

(a) Where the rating information available to Service Fire shows that 
class 2 rating is proper, and 
(b) Where the policies were written on or after July 1, 1955, the date as 
of which the new rating procedures were made effective. 
If rating information is returned which entitles the policyholder to claim a 
refund of premium under the terms of this proposal, the form to be supplied the 
policyholder will require verification of such information before a notary public. 

4. We are prepared to submit to any other State insurance commissioner who 
desires us to do so, a similar proposal for the adjustment of claims of misclassi- 
fication on private passenger cars within his jurisdiction. 

The proposal is made for the purpose of settlement and is without prejudice 
to the legal rights of your department, of Service Fire and of all other parties 
concerned. 

Very truly yours, 
SERVICE Fire INSURANCE COMPANY OF NEW YorK, 
(Signed) Emit C. CHERNEVAK, President. 


EXHIBIT B 


Excerpt from minutes of the executive committee of the National Association 
of Insurance Commissioners convened in the grand ballroom of the Hotel Com- 
modore in New York at 10 a. m. on the Ist day of December 1955. 

7. The following resolution affecting rating of insured financed automobiles 
was proposed and unanimously adopted: 

“Whereas it has come to the attention of this committee that some insurers 
engaging in the business of automobile physical damage insurance covering 
financed cars, due to possible misclassification of some insured, charged premiums 
in excess of the applicable rates; and 

“Whereas this matter has been receiving the serious consideration of this com- 
mittee, not only from the standpoint of fashioning measures to prevent any mis- 
classification but also with a view toward effecting the return of the overcharges, 
if any; and 

“Whereas there exists a grave question of law in most States as to who may 
be entitled to the return of any such overpayment; and 

“Whereas it appears that at least one of the insurers which may have misclassi- 
fied assureds has, effective as of July 1, 1955. installed new rating procedures on 
a nationwide basis, which was designed to and in all likelihood will prevent 
future errors in the classification of insureds; and 

“Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respect of all poli- 
cies previously written which were in force on June 30, 1955, and on the basis 
thereof and without resolving the question of law involved, refunds of proven 
overpayments will be made to the insureds; and 

“Whereas under the proposed settlement an insured will be entitled to a refund 
of overpayment by furnishing rating information on a prescribed form properly 
verified showing that there was an error in his classification; and 

“Whereas the offer of settlement is made without prejudice to the legal rights 
or contentions of any parties concerned: Now, therefore, be it 

“Resolved, That it is the sense of this committee that such offer is fair and 
reasonable; and be it further 

“Resolved, That this committee recommend favorable consideration of such 
offer by the several States to which it may be made, unless the laws thereof other- 
wise provide ; and be it further 

“Resolved, That this committee recommend to the several States that such offer 
be the pattern for the disposition of all similar situations.” 


1 December 1, 1955, ECC inserted, on June 30, 1955. 
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FINANCE AND INSURANCE 


THURSDAY, MARCH 21, 1957 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SuBcOMMITTEE ON AvuTOMOBILE MARKETING PRACTICES, 
Washington, D. C0. 

The subcommittee met at 10 a. m., in room F-41, the Capitol, Wash- 

ington, D. C., Senator A. S. Mike Monroney, chairman, presiding. 
enator Monronry. The Subcommittee on Automobile Marketing 
will resume its sitting. 

The record will . am Senators Payne and Monroney are present. 
Senator Thurmond is not able to be here at this time because of impor- 
tant state business at the Pentagon. 

Our first witness for today is Mr. William Cobb, vice president, 
Industrial Insurance Co. 

We understand you are anxious to leave the city—have another 
appointment elsewhere—and we are glad to have you go first today. 

Vould you state your name for the record, and be sworn ? 

Mr. Coss. My name is William L. Cobb. 

Senator Monroney. Do you solemnly swear, Mr. Cobb, that the 
testimony you are about to give in this ‘Seedthepe will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Cogs. I do. 

Senator Monroney. Thank you. Sit down. 

I don’t believe you have a prepared statement, do you? 

Mr. Coss. No, sir. 

Senator Monroney. Would you care to discuss thiscase? You have 
heard the statements, I presume, or read the record of the allegations 
made by the better business bureau on the overcharges, and you are 
familiar with the correspondence that the committee has had with 

ou. 
fi Mr. Coss. I would like, sir, to make an oral opening statement. 

Senator Monronry. Fine. We want you to feel free to proceed in 

the way that is best for you. 


TESTIMONY OF WILLIAM L. COBB, VICE PRESIDENT, INDUSTRIAL 
INSURANCE CO. 


Mr. Coss. As Mr. Busby knows, and I hope Senator Payne, and I 
hope, Mr. Chairman, that you are familiar with this, you invited 
George Olmstead, the president of this company, to appear before the 
committee. Mr. Olmstead is in Europe on a vacation and pleasure 
trip, and upon cabling him regarding your request he advised me to 
offer to appear in his stead, which I did, and which Mr. Busby 
accepted. 
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Senator Monroney. You will be capable of speaking for him? 

Mr. Coss. I think I will be capable of speaking for him, and in the 
event, sir, that you desire to hear Mr. Olmstead some time next week 
he will be available, and will be pleased to appear. 

Senator Monroney. You have notes. Would you like to go ahead 
with your opening statement ? 

Mr. Coss. I would like, sir, if it is satisfactory with you, to answer 
your — and if at the conclusion of your questioning I have 
some facts that I think would help you I would like to be permitted 
to give them. 

Tension MonroneEy. Does counsel have questions he would like to 
start with ? 

Well, I will start. 

As you know, yesterday, and in the previous hearings, we have been 
trying to find out if any of these insurance companies alleged to have 
made these nationwide overcharges in placing people in class II who 
belong in class I—if there were any records kept by your company as 
to the percentage of writing you were doing in these various classes ? 

Mr. Coss. No, sir; our company did not have, but may I explain 
that, sir. 

Senator Monronery. I would appreciate it if you would. That 
seems to both Senator Payne and myself to be the most unusual thing, 
that with statistical records running out of your ears, that the one par- 
ticular statistic that would show the extent of overclassification is not 
available to this committee. 

Mr. Coss. Prior to 1944, when the Supreme Court declared insur- 
ance as interstate commerce, and subsequently Public Law 15 was 
passed, prior to that time the majority of the companies, and the com- 
panies with whom I was affiliated, not Tidiaitriat because Industrial 
was not organized until (sic) 1956, maintained their own records for 
the purpose of determining their experience and setting their rates. 

Now, up until 1944, or possibly 1945, I was in the service at that 
time, but it was either late 1944 or early 1945, prior to that time, in 
connection with automobile insurance, very few of the States required 
that experience be filed to justify rates. Competition kept that very 
much in order. 

Now, as a result of the change it was necessary in all States to file 
experience justifying a rate or a rate increase or a rate decrease. 
Companies who had previously been keeping their own statistics joined 
nationwide statistical organizations who filed the experience of a large 
number of companies, the reason for that being, for example, in one 
State we might have a very small volume of business, and for us to 
produce our premium and loss figures would not mean anything in 
promulgating a rate. Consequently, your nationwide statistical or- 
ganizations were formed and most companies, with the exception of a 
few independent companies, such as Government Employees here in 
Washington, and several others throughout the country, joined these 
nationwide organizations. 

Now, the procedure, gentlemen, in connection with the informa- 
tion—each policy would be coded, and a key punchcard prepared. 
Those key punchcards in our case, and I think in most cases, were for- 
warded monthly to NAUA; that is, both the premium and the loss 
cards. When they were received by NAUA and the other similar 
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organizations, they were merged with all of the member companies, so 
that 

Senator Monronry. Do you mean they were all shuffled in for the 
same State ? 

Mr. Coss. Yes; they were merged for all companies by State. 

Mr. Bussy. May I interrupt here for a minute ? 

Mr. Coss. Yes. 

Mr. Bussy. First, they do certain runs for the company, do they 
not, before they merge them ? 

Mr. Coss. 1 am not sure of that, sir. They have never supplied us 
any individual information on our particular business, so I assume 
not, but I could be mistaken. 

Senator Monroney. Your position is they take your company and 
all of the other companies, stock companies, mutuals, all that they do 

‘ating for, and that there is no differentiating whatsoever as they 
run those cards for each State through the punchcard machines; it is 
just a general average? 

Mr. Coss. That is my understanding. 

Senator Payne. Do you retain any punchcards in your own files? 

Mr. Coss. We maintain expiration cards, but not premium cards, 

Senator Payne. What do you mean by expiration cards? 

Mr. Coss. That shows the expiration of each policy. 

Senator Payne. Is it punched for class? 

Mr. Coss. No, it is not punched for class. 

Senator Payne. It is not punched for class? 

Mr. Coss. No. It gives us a record of our in-force business so we 
can determine our earned premium and our unearned premium. 

Senator Monronry. But there must be a record that you keep on 
puncheards to show the classes. Even Service Fire said they had 
that. It would take 6 months to run them for all of the States, they 
said. 

Mr. Coss. Sir, that is another situation. Now, we can, if you de- 
sire, go back and repunch every in-force policy that we have a record 
of. 

Senator Monroney. Repunch it? 

Mr. Coss. Premium card. 

Mr. Bussy. In-force policy? 

Mr. Coss. Yes. 

Senator Monroney. That wouldn’t give us those that were out of 
line in 1954? 

Mr. Coss. Well, we could take all of the policies that were issued. 

Senator Monronry. You would have to go clear on back. 

Mr. Coss. Back to 1953; yes. 

Senator Payne. Didn’t you punch the cards sent to the national 
association ; didn’t you punch those by class? 

Mr. Coss. Yes, sir; we punched those by class, but that card, sir, 
went to NAUA. 

Senator Monroney. It still is in their possession ? 

Mr. Copp, Yes. 

Senator Monronrey. Are yousure? I thought they destroyed it. 

Mr. Cops. Well, they may destroy them, but we do not get them 
back; that is what I mean. Now, we can recode all of the daily re- 
ports. A daily report is a copy of a policy. We can recode all of 
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those, repunch them, and make a run on the basis of our business, 
which is much smaller than some of the others; we estimate that it 
would take us from 2 to 3 months and cost us approximately $6,000 
to do that. And, sir, if you request it, we will be glad to do it. It 
will take us a 60- to 90-day period to do it. 

Senator Monroney. You are examined by your own people? 

Mr. Coss. Yes. 

Senator Monroney. What are your figures for 1951 to 1955 in that 
examination, as to the percentage of classes of your risks? 

Mr. Cogs. There were no such figures in the examination reports. 

Senator Monroney. Your examiners paid no attention whatsoever 
to the percentage of risks ? 

Mr. Coss. They test checked our daily reports to see if the rating 
was done in accordance with our filings. 

Senator Monrongy. What do you mean by that? 

Mr. Coss. Well, they would take, say, a certain number of dailies 
and check those dailies to determine whether or not rating had been 
done in accordance with the filings that we had with the various 
insurance departments. 

Senator Monroney. But, up to the 1955 period, anything that 
wasn’t in your company copper riveted, and proven to be on the record 
subject to class I or class III rates, was automatically, without ques- 
tion, put into class II; wasn’t that a fact ? 

Mr. Coss. Well, I am not sure that we should go that far on that. 

Senator Monroney. Would you tell us what your policy was? 

Mr. Coss. In 1950, different months in 1950, in various States, most 
of the States established classes I and IT. 

Senator Monronry. Ten-percent differential in the last quarter of 
1950, I believe. 

Mr. Coss. Now, the base rate was X dollars, or 100 percent. In the 
event that a person was willing to state that there were no drivers 
under 25 years of age, that the car was not used for business purposes, 
and was willing to sign a statement to that effect, not a notarized 
statement, just a statement to that effect, he would get the 10-percent 
discount. Otherwise, he would not. 

Senator Monroney. The way you interpret it, he got a 10-percent 
discount if they signed ? 

Mr. Coss. That is right. 

Senator Monroney. The other companies, most of which were writ- 
ing on the proper rate at their great disadvantage financially, were 
considering that the class IT rate was a surcharge. 

Mr. Coss. The actual filing was X dollars, with a 10-percent dis- 
count if they did that. 

Mr. Bussy. The 100 percent would represent manual rates, 
wouldn’t it? 

Mr. Coss. Yes. 

Mr. Bussy. How much more was the class II rate than a hundred 
percent ? 

Mr. Coss. Well, the 100 percent was the rate unless a man was 
willing to say that he did not have any underage drivers, and did not 
use the car for business, and sign a statement to that effect. If he did 
that, then he received a 10-percent discount. 

Mr. Bussy. Let me ask this: How much less than the 100-percent 
rate was the class I rate ? 
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Mr. Coss. Ten percent. 

Mr. Bussy. How much more was the class II rate than the 100 
percent ? 

Mr. Coss. None. 

Mr. Bussy. No 35-percent differential ? 

Mr. Coss. This is 1950. 

Mr. Bussy. Oh, yes; you are quite correct. 

Senator Monroney. In 1953 it was a 35-percent differential, a 35- 
percent surcharge ? 

Mr. Cons. Yes. 

Senator Monronry. Would you tell us how you handled those? 
Would you speak up here? The acoustics are bad in here, and with 
no statement the press is having a hard time. 

Mr. Coss. The rating statement, of course, was changed for the 
various additional classes, classes 1, IT, III, and we, of course, fur- 
nished, as we did in 1950, all of the financing institutions that we 
serviced with the necessary forms to complete and return in the event 
the person qualified for less than class II or class ITI rates. 

Now, I had one other experience with a similar discount, back in 
1930, 1930 or 1931, out in the Midwest, a number of independent 
companies, one of whom I was associated with, determined that the 
farmer was a better risk than the town or city driver, so they con- 
cluded to give farmers a 10-percent discount providing they would 
send in a certificate to the effect that farming was their occupation, 
and that they actually resided on a farm, and that worked out very 
well, it seemed to me. 

I think perhaps, gentlemen—I am sure—that this did not work out 
nearly as well as the other did. However, we put forms in the hands 
of all of the finance companies. The rule was given to them. We 
thought that the business was being pretty well classified. 

Now, we never had any question but that there was probably some 
little misclassification, because any type of insurance where there is 
different classifications you cannot get away from some degree of 
error. 

Senator Parner. I want to inquire as to how that company you 
were associated with happened to arrive at the conclusion that a 
farmer was a better risk than other categories. I will be fair with 
you, I am asking the question because yesterday I was given the an- 
swer that they weren’t too much concerned, that it was a matter of 
not paying much attention to whether they were suffering losses in 
the class I, class II, or class III; it was a matter of the overall pic- 
ture. I am just curious to know how you arrived in that company 
at the decision that there was a difference. 

Mr. Coss. Well, from our own company’s standpoint at that time, 
we found some of our competitors giving this discount, and our 
agents were requesting that we give a similar discount. At that time, 
and that was before 1944, therefore, we kept our own records on our 
own experience by class, additionally. Now, we keep it by line but 
not by class. 

Senator Monronry. And you rely on the NAUA to do that whole 
thing? 

Mr. Coss. Yes. 

Senator Monroney. It seemed there would be a curiosity to your 
president, or vice presidents, as to just how the business was going, 
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and how much you are selling at the high rate and how much at the 
low rate. It is inconceivable to me, still, that somebody in your or- 
ganization doesn’t have some pretty good. estimates if they don’t have 
records. 

You say the matter in this classification was brought to our atten- 
tion by the Connecticut Insurance Department. Your record shows 
you refunded $311,000 so far in some 14 States. Now, don’t you 
know anything about how these records are classified, or what your 
degree of classifications I and II is? You say there was no record 
made in your inspection by your State insurance commissioners, so 
even what we had on Service Fire from the New York examination, 
even what we have had from some of the companies that have these 
records run, is available someplace. But with your company, unless 
we ask you ‘to go to a lot of expense and put 3 or 4 months’ work on 
it, apparently the records are not available State by State. 

"Mr. Coss. "That is right. 

Now, we did keep our experience by line. In other words, we knew 
what our experience was on comprehensive ; we knew what it was on 
collision, overall; we knew what it was on fire; we knew what it was 
on extended coverage; and inland marine and other lines that we 
write—but that is breaking it down by line. We had that. But we 
did not break it down by ¢ lass. 

Mr. Bussy. Well, I don’t think the witness has ever answered the 
question. 

If they did not affirmatively show that they were due to be in class I, 
did you put them in class II? 

Mr. Corps. Yes, sir. 

Senator Monronry. Everything went in class II unless proven 
otherwise ? 

Mr. Coss. Yes, sir. 

Senator Monronry. Up to what date? 

Mr. Coss. Well, in the spring of 1955 we started to hear the rum- 
blings regarding misclassification that ever ybody heard. So we pre- 
pared a new form of questionnaire, and this was the questionnaire that 
had to be prepared by all insureds. This, sir, is a copy of that ques- 
tionnaire. 

Senator Monroney. Well, that is on new policies, is it not? 

Mr. Coss. That is right. 

Senator Monroney. So you would not be guilty of writing more at 
the fictitious rate, or at the higher rate, when the customer was entitled 
to the lower rate ? 

Mr. Coss. That is right. 

Senator MonrONE y. You reversed what you had been doing, and 
now you are going to write them on the ac tual condition of the policy- 
holder as regards children under 25 

Mr: Cops. Yes, sir. 

Senator Monroney. O. K. 

Mr. Bussy. Mr. Cobb, your company is affiliated with the old Morris 
Plan, now called the Equity Corp. ? 

Mr. Cons. Now called Financial General. 

Mr. Bussy. Which isa subsidiary of Equity Corp. ? 

Mr. Coss. Yes. 

Mr. Bussy. Do you operate primarily through automobile dealers 
or through the Financial General Corp.—through the dealers that the 
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Financial General Corp. deals with? Is that the primary operation 
of your company ? 

Mr. Coss. No, sir. The American Installment Credit Corp. is a 
service organization for financing institutions. It provides various 
services which those financing institutions cannot provide. Some of 
the banks that are owned in part by Financial General, the old Morris 
Plan, use the service facilities of American Installment Credit Corp. 
I believe there are only 2 or 3 of them. The balance are with institu- 
tions wholly unaffiliated in any way. 

Mr. Bussy. What I am getting at is, Does your company operate 
along the same lines as Commercial Credit and Universal CIT com- 
panies in servicing those persons who deal creditwise with their parent 
corporation ? 

Mr. Coss. We are different in one respect, and that is that American 
Installment Credit Corp. is only a service organization; it is not a 
lending organization or a financial organization. It provides serv- 
ices for seventy-odd financing institutions, principall hanies 

Mr. Bussy. The actual Seattle organization is the National Indus- 
trial Credit Corp. ? 

Mr. Coss. No, sir; it is the banks that we serve. 

Mr. Bussy. Now, the dealer does the physical writing of the policy ; 
is that correct ? 

Mr. Coss. No. 

Mr. Bussy. That is not correct? Do you deal through agents? 

Mr. Coss. We deal through the Industrial Insurance Agents, Inc. 
Our business comes from them. 

Mr. Buspy. You have a regular agency system ? 

Mr. Cops. Yes. 

Mr. Buspy. Is this a distinction between your operation and that 
of these other subsidiary organizations? 

Mr. Coss. I think the principal distinction is, we do not loan the 
money; it is not our money. We are merely a service organization, 
where the other finance companies are actually money lenders. We 
are only a service organization, American Installment Credit Corp. 

Mr. Busey. And all of your policies are written through agents? 

Mr. Cors. Through the Industrial Agency. 

Mr. Bussy. The Industrial Agency ? 

Mr. Cops. Yes. 

Mr. Bussy. Would this include an automobile dealer? 

Mr. Cops. No. 

Mr. Bussy. Through the bank; is that correct? 

Mr. Coss. Through the bank. 

Mr. Bussy. That would be what you would call the Industrial 
Agency ? 

Mr. Coss. Yes. The automobile is sold, say, by a dealer, and a 
bank, or other financial institution, purchases that deal from the 
dealer. The buyer of the car may provide his own insurance, or if 
he desires the lending institution will request Industrial Agency to 
provide the insurance. Now, approximately 30 percent of the trans- 
actions financed through American Installment Credit Corp, or serv- 
iced through American Installment Credit Corp., buy ox la their 
own insurance, and approximately 70 percent comes to Industrial 
Insurance. They have the option of providing their own or Indus- 
trial Agency will procure from Industrial Insurance Co. 
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Mr. Bussy. I am just trying to get the chronological order of how 
the policy goes about getting written and the insurance coverage 
provided. 

The bank then is the agent, or has the agent in the bank to write the 
insurance; is that cor rect ? 

Mr. Cons. Well, as the buyer of the paper—the bank, as the buyer 
of the paper, if there is no insurance under the contract of purchase, 
they handle that through the bank, and the order comes through the 
agent. 

Mr. Bussy. A regular commission for that insurance is given to the 
person in the bank ¢ 

Mr. Coss. No, sir; to Industrial Agency. Industrial Agency is the 
agent on this. 

Mr. Bussy. I see, and in that way you would differ from these other 

a in that you would have more cost of acquisition 

r.Cozns. Yes. 

Mr. Bussy. Than the subsidiaries of Universal CIT or Commercial 
Credit? 

Mr. Cogs. Yes. 

Mr. Buspy. Or GMAC in some cases? 

Mr. Cops. Yes. 

Senator Monronry. Let me get this straight: In other words, the 
person who writes the policy receives about the same 25- -percent com- 
mission, does he, as a stock company insurance agent ? 

Mr. Cops. Yes; the Industrial A gency. 

Senator Monroney. By that you mean it is an agency—just an inde- 
pendent licensed insurance agent writes all of these policies and re- 
ceives the money for them ¢ 

Mr. Cogs. Yes. 

Senator Monroney. But they were under instructions from you, I 
presume, since up to 1955 the holding of the company was that they 
were to charge the highest rate unless proven otherwise / 

Mr. Coss. ~ Yes, sir. 

Senator Monroney. On most all of the other agencies that we have 
run into, their business, there has been a small amount of misclassifi- 
cation, but apparently they must have been advised by their principals 
to verify as they wrote which rate properly belonged to the person 
being insured. It wasn’t just a matter of absence of agents then, that 
misclassification occurred. Some of the excuses for it had been: 
well, of course, these finance companies don’t have regular agents, 
and therefore they can’t understand the rating book, and th erefore 
they can’t understand a lot of these things, so a lot of this was acci- 
dental. But if there was misclassification in your company then it 
was the result of official high-up action in the way that these ratings 
were to be interpreted. 

Mr. Corr. Well, sir, we made known to Industrial Agency, as well 
as the lending institutions, that this discount was available and pro- 
vided the form for obtaining it, the same as insurance companies oper- 
ating through agents did. Agents apparently were much more alert 
to obtain those than financing institutions. 

I will admit, sir, that by hindsight there was a laxity here that we 
did not foresee, but I assure you, sir, that no one was under instructions 
from anyone to gouge the public in any way. 
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Senator Monroney. But by classifying everything that wasn’t 
proven otherwise, unless your agents were especially diligent, then 
they would be gouged, is that not the fact? 

Mr. Corr. Well, of course, from 1950 to 1953, there was only a 10- 
percent differential, which would run from $2 to $5. 

Senator MonRoney. Yes, but it amounted to as much as $130 on a 
3-year policy, if they were misclassified after the 35 percent went into 
effect. 

Mr. Coss. Sir, that was from 1953 to 1955; yes. 

Senator Monroney. That is what I said, or what I meant to say. 
But there were 3 years in there where even a 10-percent overcharge 
would amount to something. That was from the last quarter of 1950, 
and replaced about the middle of 1953 with the 35 percent. 

Mr. Coss. Not quite 2 years in most instances. 

Senator Monroney. Well, it varied by States. 

Mr. Corr. For this reason, sir, in July of 1955, we changed our 
method of rating and required that the rating statement come in. 

Now we, like ‘the other companies, reviewed all of the business in 
force as of June 30, 1955. That took in business that was written on 
and after July 1, 1952, in connection with 3-year policies. 

Senator Monroney. If there was a 3-year policy. 

Mr. Coss. If there was, and there were a number of 3-year policies 
at that time. However, not as many as thought. At that particular 
time, I believe, the majority of the financing was for 30 months. 

Senator Monroney. What happened to a policy that, say, was writ- 
ten in June of 1952, when the rate was still the 10-percent differential, 
and then the change came? You don’t change the policy until it ex- 
pires, is that right? 

Mr. Coss. No, sir. 

Senator Monroney. A man doesn’t get any advantage if a 35 percent 
differential goes in after his policy is in force; you can’t go back and 
review that? 

Mr. Coss. No, sir. 

Senator Monroney. Of course, we are after these refunds, or we feel 
they should be made to people who were overc harged by policies di- 
rectly extending from the company itself, contrary, to what we think 
the proper State rates were. 

Tell us, in your own words, how you went about this, how you dis- 
covered this misclassification. 

Mr. Coss. On December 4 of 1955, I made a routine visit to Hart- 
ford, Conn., to visit a company with which I am affiliated. Upon my 
arrival there I was told by the senior operating officer, Joe Gieghan, 
the chief examiner of the Connecticut Insurance Department desired 
to see me, he didn’t know what for, but he desired to see me. 

So I called Joe, whom I knew, and arranged a meeting with him. 
He advised me that Commissioner Spellacy, commissioner of i insur- 
ance of the State of Connecticut, was very much upset about mis- 
classification, and that he had been designated to investigate the 
matter. We discussed it at length. I advised him that I did not 
think that we had much misclassification—which I did not think at 
the time—or which was my thinking at the time. And we further 
had our discussion, and it was arranged that a little later he and a Mr. 
Carroll would come out to Des Moines and check our records. 
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Now I believe they came to Des Moines—December 4 was a Mon- 
day, and I believe they came on December 18, 1955. They set up a 
system of checking our business and, since the daily reports were in 
New York, we sent the necessary instructions to our New York oflice 
to review this business. 

Now while Mr. Gieghan was in Des Moines, we spent considerable 
time on procedures. I worked with him on a letter which he desired 
that we send to our policyholders. I believe this review was com- 
pleted in the latter part of January, and we set up a special depart- 
ment for the handling of the reviews and for the handling of the 
refunds. We made our refunds directly to the insureds, after pro- 
curing from the lending institution a release for any sum they might 
have in the refund. 

I was in New York again very early in February. 

Senator Monroney. Could I ask you a question right there? 

Mr. Coss. Yes, sir. 

Senator Monroney. How long did it take these officials from the 
State of Connecticut to get a list of the people who had been classi- 
fied in class 2? You say they went out there, I gather it was a matter 
of a week or two from what you say, that they were able to make the 
checks and compile the lists or get some idea at least of the extent of 
the classification in their State. 

Mr. Cops. And then that information was developed in New York. 
I would say it took about a month to complete the review on the 
matter. 

Senator Monronery. For your one company ¢ 

Mr. Cops. Yes. Now, if I may go on, sir 

Senator Monroney. Excuse me for interrupting. 

Mr. Coss. That is perfectly all right, sir. 

In early February I was in New York and I discussed, informally, 
with the various members of the board of directors of our com- 
pany—I told them of the problem and that we had misclassified some 
risks, that is was my recommendation that we immediately proceed 
in an orderly way to contact all of these insurance departments in 
which we did business. The members of the board informally con- 
curred 100 percent, and we set out in an orderly way to contact the 
various insurance departments in the States in which we had member 
banks. 

We contacted the New York and New Jersey departments and 
Maryland and West Virginia. 

Wait a minute. Pardon me. While I was in New York early in 
February some Massachusetts examiners, I believe there were three, 
and I do not know their names, came into the office and requested that 
they make their own review, which they did. So we did not contact 
them. ‘They contacted us. 

Before we could get in touch with Kansas and Missouri, they had 
sent, I believe, instructions to us as to what to do and we carried on. 

Then we visited the other departments. They were all contacted 
by us before they contacted us, with the exception of Vermont, whom 
we heard from before we were able to get to them. 

Now that is in connection with the States in which member banks 
were located. 

Senator Monroney. In the case of the State of Massachusetts, 
which you said compiled its own lists, you did not send your own 
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letter up first and then have that followed up? Had you circular- 
ized Massachusetts at all before the Massachusetts insurance com- 
missioner followed it up ? ; 

Mr. Coss. No, sir; we started to survey or circulate Connecticut as 
soon as the policies had been checked and we had found a number of 
risks written at class 2 where there was not definite evidence that it 
should have been class 2. That review was completed and we started 
mailing the letters in late January. } : 

Senator Monroney. Repeat that, where there was not definite evi- 
dence of it belonging in class 2. 

Mr. Coss. That is right. 

Senator Monroney. Which meant a complete reversal of your pol- 
icy which you had up to the first of that year ? 

Mr. Coss. That is right—complete reversal. 

Now, before we got to contact any of the departments, Massachu- 
setts came into our New York office in early February, when I was 
there, and said that Commissioner Humphreys had sent them in to 
review our business, that it was their intention to send letters from 
the insurance department and they would advise us of the number of 
persons who, in their opinion, were deserving of refunds, and they 
did, and they sent us the letters that they had received, the replies 
that they had received from these 368 people, and we refunded the 
premium directly to the insureds. 

Senator Payne. How many letters went out, do you know? 

Mr. Coss. Sir, I do not know. Massachusetts did not provide us 
with the number of letters mailed, the replies received. They only 
gave us the ones that were adjusted by class. 

Senator Payne. I noticed that the amount of refunds, percentage- 
wise, was relatively heavy there. Of course, I also recognize that 
your rate structure in Massachusetts is also fairly heavy. 

Senator Monroney. The average amount paid there was $32.23. 

Senator Payne. Well, it is $11,861, against 55 total premium in 54. 

Mr. Coss. $32.23 is average refund. 

Senator Payne. But the rate is fairly high in Massachusetts. 

Mr. Coss. Yes, sir; as long as you have this summary of refunds in 
front of you, could I make some corrections ? 

Senator Monroney. Yes. We have some corrections we put on 
ourselves as to percentage of returns, but maybe that is as to later 
replies. 

Mr. Coss. Well, now in connection with the State of Pensylvania 
which is the second one in the second column, we show there 8,684 let- 
ters mailed, which is an error, and I will explain that error. 

In connection with our contact with the Pennsylvania Insurance 
Department, which was one of the early ones, they advised us that we 
could either send a letter requiring notarization or not, whichever we 
preferred. Up to that time the other departments had expressed a 
desire to us that we send nonnotarized letters. Se we sent 4,823 letters 
requiring notarization, which was all but 7 of the cases which, accord- 
ing to the review, required a letter. 

When we had gotten them all out, except 7, the Pennsylvania De- 
partment contacted our Mr. Allen, who was handling these matters, 
and said: we don’t know—this notary thing, we don’t think it is going 
to bring back a proper number of replies. What can we do about it? 
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Mr. Allen agreed we would recircularize every one who had not replied 
to the notary letter with a letter not requiring notarization. 

Now when we put in 8,684 letters mailed, we were putting in the 
total of the number of notary and nonnotary letters, and a lot of people 

ot two. 
: Senator Monronery. You had to have two runs. You say all but 
seven ? 

Mr. Coss. We mailed all but seven of the complete mailing list. 

Senator Monroney. And then you turned around immediately and 
sent out a second letter to the complete list, except leaving off the 
notary ¢ 

Mr. Coss. Of the 4,820 notarized letters, we had heard from a cer- 
tain number of people, but there were 3,856 that we had not heard from. 
So they were sent nonnotarized letters. 

Now when I gave you this 8,684 figure, and I didn’t recognize the 
error until last night, gentlemen, that was the total of both types of 
letters. The actual number of letters mailed was 4,835 or, rather, the 
total number of people to whom one or more letters were sent. 

Senator Payne. Do you have a copy of your letter there? 

Mr. Coss. Yes, sir. 

(The letters are as follows :) 


KANSAS 


INDUSTRIAL INSURANCE Co., EASTERN DEPARTMENT, 
New York, N. Y. 


NN i lc ett alias = 
Effective date of policy ~..._....-----~ 


DEAR PoLicyHOLDER: At the request of the Kansas Insurance Department, we 
are making an audit to determine the accuracy of premium charged on collision 
insurance. As you may be entitled to a refund on your policy described above, 
it is important that the following form be completed and returned as promptly 
as possible. 

1. Were you under 25 years of age on effective date of policy shown above. 
SOBsszeva POG ikahionks. If answer is “No” state your date of birth: Month-_-- 

2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes___-_- eee ee If answer to this question is 
“Yes” please list the name and date of birth: (Month, day and year) of each 
such driver. 

3. Is the automobile used for any business purpose other than driving to 
and from work. Yes___ ~~ PRD cinimeains 

4. Indicate whether your sole occupation is that of clergyman or farmer. 
ReGcks MOt ec Pr anawer is “708 - State WIth. ..... 66... 

If any of the questions 1, 2, or 3 are answered “No” or, if the question 4 is 
answered “Yes” you may be entitled to a refund and in that event this form 
must be signed and sworn to before a notary public and returned in the self- 
addressed envelope enclosed. 

Yours very truly, 
INDUSTRIAL INSURANCE Co., 
GrorGE E. ALLEN, Vice President. 


’ 
County of... , 88: 
---------------~--------- , being duly sworn, deposes and says that the in- 
formation given above is true and correct. 


Witness: 


(Address ) 
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OHIO 


State or Onto, Division Or INSURANCE, 
Columbus. 


DEAR Simm on MApDAM: The division of insurance is conducting a survey to 
determine whether insurance policies of the Industrial Insurance Co., and other 
insurers, have been issued at the proper rates. 

The records of Industrial Insurance Co. indicate that your purchased an 
automobile physical damage (fire, theft) policy between October 19, 1953, and 
December 31, 1955. 

In order for us to determine whether your policy was issued at the proper 
rate, will you please answer the questions on the enclosed form. 

When you have completed it, please place it in the enclosed self-addressed 
envelope and mailit. No additional postage is required. 

Your cooperation will be greatly appreciated. 

Very truly yours, 
AvausT PryaTeEL, Superintendent of Insurance. 


P. S.—This is the only notice you will receive. Please cooperate by attending 
to the matter now. 


As 2 


To: August Pryatel, Superintendent of Insurance, State of Ohio. 
Re: Industrial Insurance Co., Policy No. -..----_ , effective date of policy. 


1. Were you under 25 years of age on the effective date of policy shown above? 
208 3.4... 0 If answer is “No,” state your date of birth: Month 


w 

2. Were there any drivers of the insured automobile in your household under 
25 years of age on the effective date of policy shown above? Yes -... No -.--. 
If answer to this question is “Yes,” please list the name and date of birth 
(month, day, and year) of each such driver. 

3. Was the insured automobile used for any business or professional purpose 
(other than driving to and from work) on the effective date of policy shown 
above? Yes... No 

4. Indicate whether your sole occupation was that of clergyman or farmer 
on the effective date of policy you have shown above: Yes _._.. No 


(Policy holder’s address) 


MISSOURI INDUSTRIAL INSURANCE Co., EASTERN DEPARTMENT, 
New York, N. Y. 


ORES SWOK a:5:ceessiniisicscicpustenlueenaianaiiee 
Dffective date of policy: ui. wn ee lee 


DEAR POLICYHOLDER: At the request of the Missouri Insurance Department, 
we are making an audit to determine the accuracy of premium charged on col- 
lision insurance. As you may be entitled to a refund on your policy described 
above, it is important that the following form be completed and returned as 
promptly as possible. 

1. Were you under 25 years of age on effective date of policy shown above. 
MOD cicsacs INO If answer is “No,” state your date of birth: Month 


2. Were there any drivers in your household under 25 years of age on effective 
date of policy shown above: Yes -... No If answer to this question is 
“Yes,” please list the name and date of birth: (month, day, and year) of each 
such driver. 

3. Is the automobile used for any business purpose other than driving to and 
from work? Yes -... No-.-.. 

4. Indicate whether your sole occupation is that of clergyman or farmer. 
Yes .... No it: enewer is “Zea,” state: wihiel: |....ds8acad..n0 ie 
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If any of the questions: 1, 2,or 3 are answered “No,” or, if the question 4 is 
answered “Yes” you may be entitled to a refund and in that event this form 
must be signed and sworn to before a notary public and returned in the self- 
addressed envelope enclosed. 

Yours very truly, 
INDUSTRIAL INSURANCE Co., 
GEORGE E. ALLEN, 
Vice President. 


, being duly sworn, deposes and says that the 
information given above is true and correct. 


Witness: 


(Address) 


Att OTHER STATES 


INDUSTRIAL INSURANCE Co., EASTERN DEPARTMENT, 
New York, N. Y. 
Re policy No. 
Effective : 

Class 2 collision rates were charged for insurance written by us in connection 
with the financing of an automobile. To help us determine the accuracy of the 
rate, will you please answer all of the questions listed below, and return this form 
immediately in the enclosed business reply envelope to Industrial Insurance Co., 
108 Park Avenue, New York 17, N. Y. 

If an error in classification is found, an adjustment will be made by us, but in 
no event will there be an increase in peemtens. 

1. Your date of birth: Month 

2. List below the names, ages and date of birth of all savers under the age of 
: 25 on effective date of. the policy, who are or were members of your household; 
if none, so state. (Indicate if any are in military service and only use the auto- 
mobile occasionally.) 

Name of male Date of birth 
Name of female Date of birth 

3. Name of any driver under the age of 25 on effective date of the policy, who 

is or was a member of your household and is the principal owner or operator. 


4, Indicate use of automobile: ((]) Business purposes; (()) driving to and 
from work; (1) not used in driving to and from work. 
5. Has any operator under the age of 25 successfully completed a driver educa- 


tion course? If so, attach proper certificate signed by school official. 
6. Indicate whether your sole occupation is that of: (CJ) Farmer; 


(Ci)rancher; ((]) clergyman. 


POLICYHOLDER’S STATEMENT 
The undersigned warrants the above information is true and correct. 


Policyholder’s signature 
Yours very truly, 
INDUSTRIAL INSURANCE Co., 
Forrest F. Doy Le, 
Vice President. 

Senator Payne. Could I see it? 

Mr. Coss. Yes, sir. This, sir, is one in Kansas, and this in Missouri. 
Now these were both notarized letters and were prescribed by the 
insurance departments of those respective States. In other words,, 
they are two of the States that contacted us before we contacted them, 
and they sent, with their letter, a prescribed letter that we should use 


in our survey. 
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Senator Payne. Well, your letter was in line with the suggestion 
the chairman made yesterday, or the statement he made yesterday. 
You state a very positive thing— 
that you may be entitled to a refund on your policy. 

Mr. Cogs (reading) : 


In no event will there be an increase in premium. 


Senator Paynz. So you get down to a very positive statement. 

Senator Monroney. Did they have that refund stated in that one? 

Senator Payne. This one I have, this a to be Missouri, and 
the other one is Kansas, and they are worded just about the same: 

We are making an audit to determine the accuracy of premium charged on 
collision insurance, and you may be entitled to a refund on your policy— 

Senator Monrongy. That is good. 

Senator Payne (continuing) : 


desribed above. It is important that you complete this form and return it as 
promptly as possible. 


It says: 


If any of the questions 1, 2, or 3 are answered “No,” or if question 4 is answered 
“Yes,” you may be entitled to a refund and in that event this form must be 
signed and sworn tc * * * 

Senator Monroney. The one that you sent us, sir, says: 


Class 1 collision rates were charged by insurance written by us in connection 
with financing of an automobile. To help us determine the accuracy of the rate 


will you please answer all of the questions listed below and return this form 
immediately in the enclosed business reply envelope to Industrial Insurance 


Co, If an error in classification is found an adjustment will be made by us 
but in no event will there be an increase in premium. 

So the enticing word “refund” in this letter was left out. 

Senator Payne. My reason for asking for the letter was I noticed 
the percentage of letters received here, and it was considerably higher 
than the other form of letter. 

Mr. Coss. May I see that letter, sir? 

Senator Monroney. Yes. 

Now, these went to Kansas and Missouri, as I understand it? 

Mr. Coss. Yes. 

Senator Monroney. And you had a high return in those two States, 
on this letter. 

Now, did you use this other letter on the other States? 

Mr. Coss. This letter was used on all of the other States except 
Ohio and, of course, Massachusetts, where they sent their own letter. 

Senator Payne. Well, Kansas and Missouri, so happens are among 
the lower ones of those responding to the other form of letter, 
strangely enough. 

Senator Monroney. There were only 56 sent out in Kansas, 9 
replied, and in Missouri—— 

Senator Payne. There were 188, and 37 replies. 

Senator Monronry. They got up to 19 percent, and the other day in 
some of these others it was as low as 10 percent. 

Senator Payne. That is right. 

Senator Monroney. So aside from these very few letters, 188 which 
were sent out in Missouri, and 56 in Kansas, these 2 you supplied, 
this was the one that went out to all of the others which did not 
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mention in any way the word “refund” but did say that there would 
be no greater charge in the event an adjustment was to be made. 

Mr. Coss. It says if an error in classification is found an adjustment 
will be made by us, but in no event will there be an increase of 
premium. 

Senator Monroney. That is right. But the whole gobbledegook 
down here on not saying directly what the recipient of the letter 
would receive—we get it in the Government a lot—and certainly in 
your own case. In Missouri and Kansas, you have referred directly 
to refunds, but the refund has been carefully kept out of here as a 
direct statement. 

Mr. Coss. Sir, not carefully. This letter that you have is the letter 
that was prescribed by the Connecticut Insurance Department. This 
is the one that was worked out by them. 

Senator Monroney. This was drafted by the Connecticut depart- 
ment ? 

Mr. Coss. Well, in conjunction with us, and this was the one that 
they suggested. 

Now, I believe, sir, that we made some suggestion of information 
that might be included, but this was the one that was approved. 

Now, as we contacted the other States, we recognized that Connecti- 
cut has been a leader in the survey and refunding situation, and they 
approved this letter for all other States. Now, with the exception of 

hio, and I don’t know, sir, whether you were sent one of these, or 
not 

Senator Monroney. Well, the only one we have is this one here which 
you say was used in Connecticut. ; 

Mr. Coss. Now, in Ohio, the insurance commissioner prepared this 
letter and questionnaire and we sent them to those who required survey 
and they were mailed out and replies went to them. In this letter it 
says: 

The division of insurance is conducting a survey to determine whether in- 
surance policies of the Industrial Insurance Co., and other insurers, have been 
issued at the proper rates. The records of Industrial Insurance Co. indicate 
that you purchased an automobile physical damage policy between October 
19, 1953, and December 31, 1955. In order for us to determine whether your 
policy was issued at the proper rate will you please answer the questions on 
the enclosed form. When you have completed it please place it in the enclosed 
self-addressed envelope and mail it. No additional postage is required. Your 


cooperation will be appreciated. j 
P. S.—This is the only notice you will receive. Please cooperate by attending 


to the matter now. A. P. 


That is August Priatelle. 
Then he has the questions: 


Were you under 25 years of age on the effective date of the policy shown 
above—yes, no. If answer is no, state your birth date. 

Were there drivers of the insured automobile in your household under 25 
years of age on the effective date of the policy shown above—yes, no. If answer 
to this question is yes, please list the name and date of birth of each such driver. 

Was the insured automobile used for any business or professional purpose 
other than driving to and from work on the effective date of policy shown above— 
yes, no. Indicate whether your sole occupation is that of clergyman or farmer 
under the effective date of the policy as shown above. 


Senator Monroney. We would like to have that. There was no men- 
tion of refund here, but in the Missouri and Kansas ones, as far as you 
know, that is the only time refund was mentioned there? 
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Mr. Cops. Yes. I believe I gave you the Missouri and Kansas letters, 
Senator Payne. 

Senator Monroney. Those will be made a matter of record. 

In our testimony from Mr. Barnard the other day, he refers to a 
conversation with the new insurance commissioner of Illinois, appear- 
ing on page 21 of the record, where he states: 

He also gave me the interesting information that although Industrial Fire 
Claims to have done in Illinois a very small volume of business, neverthless from 
his examination of that percentage of that business only 2.43 percent was allocated 
to class 1, 22.8 percent in verified class 2, and 71.2 percent in unverified. 

Could you tell me, sir, if that is your company that he was discuss- 
ing ? 

Mr. Cops. Well, sir, I don’t see how it could be because the Illinois 
examiners were only recently in our New York office making their 
ae k, and I don’t believe they have come up with any figures. If 

hey have they have not adv ised us. 

Mr. Busry. That would indicate that 97.57 percent would be in 
the higher class2. However, he mentioned Industrial Fire 

Senator Monroney. Which made us wonder whether it was the 
same company or not. You write $280,000 in Illinois in premiums, our 
records show, is that about right, for 1954? 

Senator Payne. Do you know of another company by the name of 
Industrial Fire? 

Mr. Coss. No. There is an Industrial Indemnity domiciled in 
California that operates in some other States, and there is a company 
in Massachusetts by the name of Industrial something, but I can’t 
recall the balance of the wording. 

Senator Monroney. Now, we have mentioned Illinois. 

Mr. Coss. You asked me in connection with our Chicago writings. 
In connection with business emanating from the American Install- 
ment Credit Corp., we wrote $155,049.68 in 1954. We had an addi- 
tional $118,000 in fire and extended coverage, inland marine, and 
homeowners’ policies. 

Senator Monronry. That would be the total extent. So much of 
this would not be in the automobile field. 

Mr. Corns. You see our company operates through local agents in 
connection with fire, extended coverage, inland marine, homeowners, 
and some agency automobile business. 

Senator Monronry. Maybe it would help us—in other words, from 
our table, your total amount of premiums written for 1954, you show 
$7,712,000 as taken from Best’s, but that would intermingle with it, 
would it not, from what you say, marine insurance, fire insurance, and 
other things not connected with automobile ? 

Mr. Cosr. Yes. 

Senator Monroney. Could you for the record, if you have it avail- 
able, give us the volume by States of the stric tly automobile insurance 
that you write ? 

Mr. Coss. Emanating from American Installment Credit Corp. 

Senator Monroney. Emanating from your industrial insurance. 

Mr. Corns. But as I told you, sir, through agencies we write fire, ex- 
tended coverage, inland mar ine, and agency business. 

Senator Monronery. That is what we want, the agency business. 

Mr. Coss. And also the business emanating from American Install- 
ment Credit Corp. 
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Senator Monronrey. That is American Industrial Acceptance—— 

Mr. Coss. American Installment Credit. 

Mr. Monroney. Both of that State by State. 

Mr. Coss. Now which, sir, do you want ? 

Senator Monronry. We would like your agency on the automobile 
side and your industrial business that you write for the affiliates of 
your banks. 

Mr. Coss. In 1954 the business emanating 

Senator Monronrey. We want you to supply it when you get back 
from your records. Our records seem to be wrong on the total premi- 
ums written during 1954. We would just likea yardstick. 

Mr. Coss. Would you like that for all States ! 

Senator Monronry. Why, for the ones that you write in, on the 
automobile only. 

Senator Payne. You mean on collision, automobile ? 

Senator Monroney. No, we have been taking a measure on the auto- 
mobile premiums. We would like to have the agency and the In- 
dustrial business, too. 

Mr. Coss. I will be glad to furnish you that. 

But I would like to point out now, and I will also point out when 
I supply it to you, that Industrial Insurance Co. pools the fire in- 
surance which it writes with two other companies, so that the figures 
in Best’s—and that is not unusual, sir. That is customary in the busi- 
ness where you have one company operating primarily in the East, 
and another one in the Midwest, and another one on the west coast, 
they pool their writings so all of the companies will get a complete 
spread over the country, and in the event of a catastrophic storm in 
one area that company wouldn’t suffer so badly. 

They will have the other. So the figures that you have from Best’s 
are Industrial’s participation in these premium writings, and it will 
not coincide with the amount I show you. What I will be glad to 
give you is the fire business produced by State but not necessarily re- 
tained by State, because there is a pooling. 

Mr. Bussy. Isn’t the direct premium writings actually the number 
that your people write? 

Mr. Coss. That is right. 

Mr. Bussy. And the direct premium writings in Best’s is that 
number, is it not? 

Mr. Coss. Usually, yes. 

Mr. Bussy. It is not in your case? 

Mr. Coss. Well, do you have a Best book handy ? 

Mr. Bussy. Yes. 

Mr. Coss. Could I see that ? 

Mr. Bussy. Where it says direct premium writings in 1954 were 
distributed in thousands as follows; is that not it? 

Mr. Coss. Oh, yes, that is right. 

Mr. Bussy. That would represent all of your business in those 
States during that year? 

Mr. Coss. So our figures should concur with this because these fig- 
ures were taken on our business. 

Mr. Buspy. Yes, sir. 

Senator Monroney. But they would not be confined to automobile, 
they would be marine and home and others? 

Mr. Coss. Yes. 
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Mr. Bussy. Do you know offhand about what percentage is auto- 
mobile ¢ 

Mr. Cogs. Of our total writings? 

Mr. Bussy. Yes, sir. 

Mr. Coss. For what year, sir? 

Mr. Bussy. Any year—1954 if you happen to know. 

Mr. Coss. 5 hat do they show as our total writings for 1954? 

Mr. Bussy. $7,712,000 is what they show as your total writings. 

Mr. Coss. Weil, of that in 1954, $3,589, 000 was business emanating 
from American Installment Credit Corp. 

Mr. Bussy. What was that figuré? 

Mr. Coss. $3,589,000; agency auto, $659,000; and fire and allied 
lines, $1,971,000. 

Mr. Bussy. And that last figure would represent things other than 
automobiles ? 

Mr. Coss. Yes. 

Senator Monroney. In other words, deduct from your $7,712,000 
the $1,971,000, and you have the volume of automobile business that 
you do? 

Mr. Coss. That is right, or you can add the $3,589,000 American 
Installment Credit Corp. and the $659 ,000 agency business. 

Senator Monroney. The bulk of it then—this would be a good gage 
of the amount that you are doing in the automobile picture, because 
this would—— 

Mr. Coss. Well, now, sir, do you want that by States ? 

Senator Monroney. By States. You seem to have ut pretty clearly 
there. It wouldn’t bea great problem to get that for us? 

Mr. Coss. Oh, yes; Tecan get that easily. 

Senator Monroney. Looking down the list you show $313,000 of 
premiums written in the State ‘of Florida. Can you tell us what you 
have done in Florida to provide for any refunds on overcharges or 
if you conclude that there are none there, or what ¢ 

Mr. Coss. Florida is one of several States in which we have no 
member banks. We have quite an extensive agency operation. Now 
the business emanating from American Installment Credit Corp. in 
connection with Florida for the year 1954 was $1,068. Now that comes 
about by a Florida resident purchasing a car in some area where we 
have a member-financing institution, or a financial institution we 
service, but he is a Florida resident, so the business is written at the 
Florida rates and reported to Florida so they get the premium tax. 

Senator Monroney. That was $1,068? 

Mr. Cops. Yes. 

Senator Monronry. Now was there any check made of your agen- 
cies to see if they were under the same system as the other, although 
you said they were a little more diligent in supplying the exemption 
certificates ? 

Mr. Coss. Now the other business in Florida, sir, $312,124, was fire 
and allied lines. That had nothing to do with automobile. 

Senator Monroney. That had nothing todo with automobile ? 

Mr. Cogs. Nothing. 

Senator Monroney. So you really have no business in Florida ex- 
cepting that $1,068, and your agencies did not sell any automobile 
coverage ? 
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Mr. Coss. We have one policy apparently for $36.48. 

Senator Monroney. As far as our records are concerned, the $313,- 
000 is a misleading figure ? 

Mr. Coss. Yes. 

You want the premium volume by State and by line? 

Senator Monroney. Yes, ei. 

Mr. Cogs. For what year? 

Senator Monroney. 1954. 

In the State of Lilinois, do you have your volume there as to your 
automobile business, $280,000 is the figure we have here, but un- 
doubtedly there would be some marine in there. 

Mr. Cops. $155,049 of automobile business emanating from the 
American Installment Credit Cor p. 

Senator Monroney. Any automobile business from agencies? 

Mr. Coss. $951 from agents and $118,000 fire and allied lines; 
nothing to do with automobile. 

Senator Monroney. That would mean about $156,000 in Illinois? 

Mr. Coss. Yes. 

Senator Monroney. Now, what is being done on the refunds there? 
You started out to tell us s about the new commissioner there who has 
replaced the one who has resigned. He has been at your home office 

making checks on the amounts of refunds that they might be en- 
titled to? 

Mr. Coss. Yes; he has been in our New York office where these rec- 
ords are kept, and they have made their survey, and we have started 
mailing the letters prescribed by them. 

Senator Monroney. Is it the same type of letter you have mailed 
to others, the Connecticut type letter ? 

Mr. Coss. May Lask a gentleman in the audience a question ? 

Senator Monroney. Yes. 

(There was a discussion off the record.) 

Mr. Coss. It is the all-State letter. 

Senator Monroney. Without the mention of the word “refund” 
such ? 

Mr. Coss. That was approved by Illinois. 

Senator Monronery. And that letter will show no relationship or 
authority of the State of Illinois or its commission; is that correct ? 

Mr. Cogs. That is right. 

Senator Monroney. And many of the letters we have run into from 
other companies, some of the commissioners insisted on their names 
being there to verify the fact that the State was concerned in it, but 
it will be a blind letter as far as the Illinois commissioner is ¢ oncerned, 
although he has participated in seeing that the names were collected 
and that the letters went to all of those people? 

Mr. Coss. Yes, sir. 

Senator Monroney. But it only goes on $156,000 worth of volume 
which will not be a great amount. 

Mr. Cogs. Not necessarily on $156,000; it will go to those policy- 
holders who were rated class 2. 

Senator Monronery. Out of the volume of business that totaled 
$156,000. 

Mr. Coss. That is right. Now, that new rating plan—that took 
effect in most States in 1953—did not take effect in Illinois until 1954. 

Senator Monroney. Early 1954. 
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Mr. Coss. That is correct. 

Mr. Bussy. May I ask one question there ? 

Senator Monroney. Yes. 

Mr. Bussy. On Illinois, was there any kind of survey made to 
determine just about what percentage was misclassified ? In other 
words, again I go back to the testimony of Mr. Barnard of Chicago 
which would indicate that 9714 percent of the policyholders were in 
the higher bracket, if he has the company correct here. 

Was there any such survey made that such figures would come from? 

Mr. Coss. May I again confer with someone in the audience? 

Senator Monroney. Yes. 

Mr. Coss. Were we given any figures by Illinois? 

Oruer Parry. I don’t think so. The Illinois men were in our office. 
There were 2 men there 1 week, 5 business days, 4 days. 

Senator Monroney. It would be possible, would it not, statistically, 
for the insurance commissioners, or their agents, to come in or have 
some tab runs on a few hundred or a thousand cards and arrive at a 
pretty reliable cross section of what percentage of your business was 
run in class 1 and class 2? 

Mr. Coss. Not without repunching our cards which we have agreed 
to do. 

Senator Payne. What do they do, pull the policy ? 

Mr. Coss. Pull the policy and run the punchcard all over. It would 
take us about 2 to 3 months to do that and cost us about $6,000. 

Now, we made a test check of our own of business effective after 
July 1 of 1955, pulled at random from several file drawers covering 
several States, and there were 1,006 policies reviewed. 

Mr. Bussy. Now, what were the dates of these policies? 

Mr. Cops. They were written on and after July 1, 1955. 

Mr. Bussy. 1955. 

Senator Monronry. That would be the new classification, then ? 

Mr. Coss. That would be the new classification, and it was shortly 
after we had changed our rating plan. 

Senator Monronry. But none of the old policies that had been 
written under the wrong rate would have been in this number; is that 
correct ? 

Mr. Cosr. No, sir. 

Now, out of 1,006 policies examined, 683, or 68 percent, were in 
class 1; 257, or 26 percent, in class 2; and 66, or 6 percent, in class 3. 

Senator Monroney. Of course, now, that falls into the general 
average of the NAUA figures, but that was after the cleanup. So it 
shows you are now in line with the general average figures. 

Mr. Coss. Sir, these figures were not taken after the review was 
made. These figures were taken from the classification rate charged 
at the time the business was written. 

Senator Monroney. And that was in 1955? 

Mr. Coss. After July 1, 1955. 

Senator Monroney. After which time you had put in reforms? 

Mr. Corrs. We had started our reforms. 

Senator Monroney. Well, you had put them in with your companies, 
vou said, and now you are providing new forms by which to require 
a change of your rating system so that everybody, whether it was 
class 1, 2, or 3, had to have the information there. So this does reveal 
that that is now on a basis of pretty much the national average. But 
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it has no relationship to whatever overcharges took place under the 
other system which your company by executive direction had institu- 
ted and used ? 

Mr. Cogs. Now, actually, we have made still another change in our 
rating information required. We have devised a new form which 
we hope is absolutely bulletproof. That was introduced January 1, 
1957. The other one was quite an improvement. We have an addi- 
tional form which we hope is absolutely bulletproof. 

Senator Monronry. Yes. We are going to have to rush to get on 
to the next witness. 

Let me call the roll of some of these States where there are larger 
refunds. You show $315,000 in policies written in Maryland, with 
refunds totaling $8,408. Is that the proper amount of premiums, or 
are we wrong on that one with having included fire and other business ‘ 

Mr. Coss. Sir, there is some other business there. I will give you 
the figure: $255,000 of business emanating from the American In- 
stallment Credit Corp., $62,000 agency automobile, and $17,000 fire 
and allied lines. 

Senator Monroney. And out of that you have refunded $8,408; is 
that correct ? 

Mr. Coss. $8,408; yes, sir. 

Senator Payne. You are in the process of refunding in Maine, now ? 

Mr. Coss. Yes, sir. c 

Senator Monronrey. Would you care to say what you are doing in 
Maine? I understand they are making a very vigorous effort to try 
to get the proper amount refunded and following their own policy 
on that program. 

Mr. Coss. Your understanding is correct. 

Senator Monroney. Good old Maine. 

Mr. Coss. They have requested us and we have agreed to, if possible. 
review all of the business back to the start of the rating plan in Mary- 
land, which was some time in 

Senator Monroney. You mean Maine? 

Mr. Coss. I mean in Maine, which was some time in—July 24, 1950, 
was when it became effective there. 

Senator Payne. 1950 or 1952? 

Mr. Coss. Sir, according to this sheet I have here it is July 24, 1950. 
Now, that was just the class 1 and 2. According to my information 
from the sheet here, on November 9, 1953, was when class 3 came out. 
The special farm class came in June 14, 1954. 

Senator Payne. And you are cooperating with them on that ? 

Mr. Coss. We are cooperating with them, and have assured them, 
and will do everything we can to locate all of those. 

Senator Payne. That is what I understood. 

Mr. Coss. We are not, however, certain that we can, but we are 
going to make every effort. 

Senator Monronrey. What about Indiana, sir, I see they listed 
$18,000, and no showing made, at least of 

Mr. Coss. I would like to comment on several States. 

Senator Monrongy. I wish you would. 

Mr. Cosr. In Indiana, $8,989 emanated from American Installment 
Credit Corp., and $9,859 from fire and allied lines. Now, we have 
9 States and the District of Columbia—no, we have 7 States and the 
District of Columbia including Florida, which I commented on—the 
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District of Columbia, Florida, Indiana, Iowa, Minnesota, Nebraska, 
New Mexico, and Wisconsin, we have a small volume of business in 
those States as a result of residents purchasing their automobiles in 
States where we have financing institutions. 

For instance, in Chicago, as you gentlemen know, that is close to 
the Wisconsin line, and it is close to Indiana, and many people come 
into Chicago and purchase their cars. If they are an Indiana eesi- 
dent then the policy is written as an Indiana policy. 

Now, we have not as yet, we are just going to get underway right 
away on refunding in those areas where we have business emanating 
out of other States. 

Senator Monronry. The District of Columbia we show $117,000 on 
premiums for 1954. What are your premiums there in automobiles? 

Mr. Coss. In 1954, in the District of Columbia, we had $8,753 of 
business emanating from the American Installment Credit Corp. 

Senator Monronry. How much from your automobile agents? 

Mr. Coss. Ninety-nine thousand, and fire and allied lines, $8,800. 

Senator Monroney. In other words, the subject matter that we ot 
under discussion would be total premiums collected here of $107,753 
approximately ? 

Mr. Cogs. If agency business is reviewed in addition to—— 

Senator Monronry. Wouldn’t it be subject to review? I can’t see 
how anyone would sit here and say the agency business shouldn’t be 
reviewed when the agents were told that the proper rate for 1955 was 
to charge everybody in class IT unless there were forms accompanying 
to prove they were in class I. Isn’t that an actual fact? 

Mr. Coss. That is correct. However, the agents, according to the 
experience of all companies, is that they did a much better job. 

Senator Monroney. That is true. 

Now, have you made any effort to refund anything to the District 
of Columbia or to supply the commissioner with the names of people 
who might be entitled to refunds? 

Mr. Cops. It, sir, is 1 of these 7 States, plus the District of Colum- 
bia, in which we are undertaking action. 

Senator Monronry. I don’t think the commissioner mentioned or 
knew anything about it, did he, in his testimony yesterday ? 

Mr. Buspy. I don’t believe so. 

Senator Monronery. I don’t think he mentioned any contact with 
your company. 

Does this go on without the commissioner knowing anything about 
it? 

Mr. Cors. No, sir; this job, as I am sure you realize 

Senator Monroney. It is ver y complicated. 

Mr. Corn. It is a tremendous job. Now, we have handled this sur- 
vey and refunding, and in all States where we have financing institu- 
tions except Illinois and Maine, and in those two States it is under- 
way. Weare going to proceed now and intend to contact the commis- 
sioners in these seven States and the District of Columbia and arrange 
for refunding in the manner they prescribe. 

Senator Monroney. Well, now, will you in doing that not just go 
to the industrial financing but also to the agency financing and check 
vour class IT policies on that ? 

Mr. Coss. If that is your desire, yes. 
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Senator Monroney. I was just wondering what was done in the 
other places. In the State of Massachusetts with $55,000 worth of 
business, or 368 letters replied to, we don’t know how many went out, 
but did that go to just the industrial business or to the agency business 
as well ? 

Mr. Coss. In Massachusetts there was $52,000 of business emanating 
from the American Installment Credit Corp., $70 of agency auto and 
$2,900 in fire lines. That, I believe, just went to the business emanating 
from 

Senator Monroney. In other words, you feel that the chances, then, 
of being properly classified are a great deal greater if the agents wrote 
it, that they would have accompanied it with the forms even though 
the company would write at a higher rate if they didn’t send the forms 
in? 

Mr. Cons. We feel that way, sir, and in our contacts with various 
insurance departments they feel that way. 

Senator Monronery. They seem to feel that way, too. Has there 
been any trial run made, any tab runs on the difference of classification 
by agencies ? 

Mr. Coss. No, sir. 

Mr. Payne. You have a double-barreled proposition if you get into 
the agencies, too, then. You have one barrel on the refund situation 
and you have another barrel collecting back from the agents the per- 
centage of commission you have already paid. 

Senator Monroney. I would like to call attention to the fact that 
on the figures run by the Library of Congress for this company, that 
the net income before taxes has been from the year 1950, net income 
was plus $213,051; 1951, loss of $181,000; 1952, loss of $132,000; 1953, 
profit of $201,000; 1954, profit of $654,000; 1955, loss of $97,000. 

Is that about right ? 

Mr. Coss. Well, sir, I did not realize that the scope of this investi- 
gation was going to get into that, and I do not have those figures 
available. 

Senator Monroney. Well, we won't ask you. You might put in 
any other figures that you might have on the profits from that period. 

{r. Cons. I would be glad to supply them to you. 

Senator Monroney. The only thing that is significant about those 
figures is for the years 1954 and 1955, which are the years in question 
of the overcharges, your company takes a significant reversal from 
losses to profits running a half million dollars, or more, in the last 
year, and then drops back again to a negative position in the year 
after you have revised the classification. They were significant mainly 
for the fact that it follows the same pattern in degree of increased 
profits for these years of the 35 percent differential under misclassifi- 
cation with Service Fire, and with Calvert, and with others. 

Mr. Cops. Well, of course, the experience cycle with all companies 
varies, you have profitable years and unprofitable years. Now, how 
much effect that might have on here I couldn’t tell you. But I will be 
glad to either take a copy of this with me and check it, or if you prefer 
I will send you our figures on it. 

Senator Monronry. Well, I think it might be well to have you 
send your figures on that, too, sir, so you will have them verified. 

Mr. Corns. From 1946 to 1955, do you want assets? 

Mr. Bussy. No, just the net profit, net income. 
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Mr. Coss. Very well. 

(The data later submitted is included at the conclusion of Mr. Cobb’s 
testimony. ) 

Senator Tuurmonp. In looking over this tabulation sheet, I observe 
there are no refunds here for South Carolina. I observe that pre- 
miums, the total amount of premiums written for 1954, amounted to 
$60,000, and there are no letters sent out there at all, or any refunds 
granted, it seems. Could you give us the situation on that? 

Senator Monronry. We have been trying to correct this figure, 
because the total amount of all premiums written which we compiled— 
he has been giving us two new records on how much automobile 
insurance. 

Senator THurmonp. Would you give us your new figure on South 
Carolina? 

Mr. Coss. Sir, to the best of my knowledge this company has never 
been acknowledged in South Carolina. 

Senator THurmonp. I notice on this tabulation sheet it is given as 
$60,000 in premiums; is that incorrect, then, this figure ? 

Mr. Coss. To the best of my knowledge, sir. 

Senator Tuurmonp. It is hard to understand how you stayed out 
of the best State in the Nation. 

Mr. Coss. Well, sir, I apologize for that. 

Mr. Bussy. That is a mistake. That is a staff mistake. It was 
South Dakota in which you wrote $60,000 worth of business. I am 
sorry, Senator Thurmond. 

Senator Monroney. The Senator is always diligent, and I knew if 
he was reported in South Carolina we should find out if there was 
some automobile business written there, or not. 

Mr. Coss. Then that is a staff mistake? 

Mr. Bussy. Yes. 

Senator Monroney. It is on the wrong line. 

Senator THurmonp. In connection with the Service Fire Insurance 
Co. yesterday, the refunds amounted to over $15,000, and when I saw 
nothing here I wanted to find out why. 

Mr. Coxs. I can well see why you would be disturbed, sir. 

Senator THurmonp. Of course I am interested not only in South 
Carolina, but I am interested in any State where no refunds were 

made where you are doing business. 

Have you testified that you have made refunds in all States where 
you did business ? 

Mr. Coss. Yes, we have made refunds in all of the States in which 
we do business except Illinois and Maine, which are under process now, 
and the District of Columbia, Florida, Indiana, Towa, Minnesota, 
Nebraska, New Mexico, and Wisc onsin—those States in which we do 
not have member financing institutions, as I explained before, but 
where a resident of that State purchases his car and his insurance in 
another State, and that we are getting at right away. 

Senator THurmonp. So you “have made refunds in every instance 
in every State where you do business where it was appropriate and 
proper to make the refunds? 

Mr. Coss. Yes, sir; or have it underway. 

Senator Tuormonp. Or have it underw ay. 

Mr. Coss. Yes. 
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Senator Tuurmonp. Well, how soon will that be completed in the 
States where you have not already completed it ? 

Mr. Coss. Well, as far as Maine is concerned, we do not have much 
business in Maine. Of course, going back as far as we are going, 
that will take extra time, but I would think that at least the survey 
should be completed within at least the next month, maybe sooner. 

Illinois, the survey is completed, and the letters are being mailed. 
We will get to these fringe States immediately; in fact, we plan to 
start on that next week. 

Now, there is a small volume of business involved. I would not 
think it would take too long. Now, of course, these survey letters 
go out and a bunch of replies come in promptly, and then after that 
just a few letters dribble in from time to time, but I would think that 
we would be completed with all of it except perhaps the letters that 
might dribble in later in another 60 days. 

Senator THurmonp. That is all. 

Senator Monroney. You stated that one of the States that you are 
getting ready on launching these letters and refunds, and all, included 
the District of Columbia, and you were working with the commis- 
sioners in these various States; is that correct ? 

Mr. Copp. Yes. 

Senator Monronry. Now, how does it happen that in our question- 
ing yesterday of Mr. Jordan, the insurance commissioner, where I 
asked : 

Have you ever corresponded, say, with Industrial Insurance Co., which shows 
a volume of $117,000 for 1954? 

Mr. JoRDAN. No, sir. 

Senator Monroney. Have you ever corresponded with Emmeco, which shows 
a volume of $122,000? 

Mr. JorpDAN, I have never contacted any of the companies. 

Mr. Cons. We have not contacted any of these fringe States, includ- 
ing the District of Columbia. 

Senator Monroney. I understood you to say these were under pretty 
close surveillance, and you were working at the time to test it out. 

Mr. Coss. You must have misunderstood it, or I misstated it. I 
said this is our next job, starting next week. 

Senator Monronry. You said you were in contact, as I understood 
it, they were choosing the letters and getting ready for what they were 
going to do. 

Mr. Coss. Perhaps that is what I said, but I didn’t intend to. 

Senator Payne. Well, the transcript will show. 

I think in the case of the District of Columbia, Mr. Chairman, he 
did indicate that. 

Mr. Cops. These fringe States, the District of Columbia, Florida, 
Indiana, Iowa, Nebraska, Minnesota, New Mexico, and Wisconsin, we 
have not as yet made contact with the insurance departments, we 
plan to start that next week, and we will contact each of these depart- 
ments and follow their prescribed procedure for the surveying of this 
business. 

Senator Monroney. I see. 

Did you have any further questions, Mr. Busby ? 

Mr. Bussy. No. 

Senator Monroney. Senator Thurmond? 

Senator THurmonp. No questions. 
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Senator Monronry. Thank you very much, Mr. Cobb, for appear- 


ing before us. 


Did you have anything else you wanted to add? 

Mr. Coss. Did you change the Pennsylvania letters mailed ? 

Senator Monroney. I changed it on the file. It is about half of 
what you show there, the persons. There might have been that many 
letters go out, but they recirculated without the affidavit. 

Mr. Cops. That made a great change, because it gives us a percent- 
age of replies received of 52 percent. Where the figures we showed 
you before were only 

Senator Monroney. is other words, you actually have 4,300 let- 
ters, and you got 1,835 returns, approximately, which would increase 
that? 

Mr. Coss. I believe, sir, that is all I have. 

Senator Monronry. How about you, Senator Payne? 

Senator Payne. No, I have nothing further. 

Senator Monroney. Well, thank you very much for your testimony, 
sir. We hope we haven’t unduly delayed you on your trip. 

Mr. Coxs. That is perfectly all right, sir. 

(Correspondence with Industrial Insurance Company is as 


follows :) 
JANUARY 38, 1957. 
Mr. GEorGE OLMSTED, 
President, Industrial Insurance Co., 
Des Moines, Iowa. 

Dear Mr. O_MsTED: AS you may know, this subcommittee has been studying 
automobile marketing practices for nearly 2 years now. The National Business 
Bureau and others have urged that a study be made of the alleged “misclassifi- 
cation” of automobile collision insurance policyholders. Your company, Indus- 
trial Insurance Co., has been mentioned in connection with these “misclassifi- 
cations.” 

This letter is to let you know, in advance, of our interest in this matter and 
to express our hope that you will cooperate with us in developing the pertinent 
facts involved. We also want you to know that the subcommittee intends to 
consider the problem of automobile insurance without prejudgment and with 
every consideration of the views of all parties concerned. 

Hearings will be held in the near future. You will, of course, be afforded 
the opportunity to give the subcommittee the benefit of your testimony, if you 
wish to appear. As soon as a definite date is set for hearings on this matter 
you will be notified in order that you might adequately prepare a statement. 
We will make every effort to schedule your appearance to suit your convenience. 

Very truly yours, 
A. S. MrKeE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


JANUARY 22, 1957. 
Mr. GreorGre OLMSTED, 
President, Industrial Insurance Co., 
Des Moines, Iowa. 


Dear Mr. OLMSTED: Enclosed you will find an interrogatory which we are 
submitting to your company and others to help us determine pertinent facts in 
our study of automobile insurance “misclassifications.” We hope that you will 
submit your answers to these questions to us as soon as conveniently possible. 

Since it is the intention of the subcommittee to proceed with this matter at 
an early date, I hope you will make every effort to expedite the gathering of this 
data. Please do not delay the forwarding of any part of it because of the unavail- 
ability of any other part. If you do not have, and are unable to get, any part of 
this information, please advise us to that effect. 

The subcommittee will certainly appreciate your help on this matter. 

Very truly yours, 
A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 
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INTERROGATORY 


1. Please state the total number of collision insurance policies which your 
company issued in each year 1950-55, inclusive, by State. 

2. Please state the number of collision insurance policies which your company 
issued in classes I, II, and III in each year, 1950-55, inclusive, by State. 

8. What action, if any, has your company taken to prevent “misclassifications.” 

4. If form letters were sent to your policyholders to determine whether or not 
they were “misclassified,” please include a copy of such letter and state the 
number of letters sent and the number of replies received by State. 

5. Please state the number of replies, if any, from policyholders requiring 
refunds by State. 

6. Please state the total amount and number of refunds, if any, sent to policy- 
holders by State. 

7. Please state the average amount, if any, returned to the policyholders, by 
State. 


Fesrvuary 6, 1957. 
Mr. GrorGe OLMSTED, 
President, Industrial Insurance Co., 
Des Moines, Iowa. 


Dear Mr. OLMSTED: The subcommittee has addressed two letters to you during 
recent weeks in connection with our study of automobile collision insurance 
“misclassifications.” Your receipt of these letters has not been acknowledged. 

Please acknowledge the receipt of this letter and give us some idea as to when 
you will be able to accommodate the subcommittee by completing the interroga- 
tory submitted to you on January 22. 

Your cooperation will be very much appreciated. 

Very truly yours, 
A. S. Mike Monroney, 
Chairman, Automobile Marketing Practices Subcommittee. 


INDUSTRIAL INSURANCE Co., EASTERN DEPARTMENT, 
New York, N. Y., February 6, 1957. 
Hon. A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D.C. 


My Dear Senator: In accordance with your request of January 22, 1957, we 
herewith submit to you answers to the questions contained in your interrogatory 
regarding the “misclassification” of automobile collision insurance. 

1. The total number of collision policies issued by this company for the 
period of 1950-55 inclusive is not available and cannot be determined from our 
records. 

2. The number of collision insurance policies which were issued in classes I, 
II, and III in each year 1950-55 inclusive is not available and cannot be deter- 
mined from our records. 

3. The following action has been taken by this company to prevent “mis- 
classification” in the future: 

We require that the attached rating information form be completed and 
executed by the purchaser in connection with each application for collision 
insurance coverage. 

4. The matter of “misclassification” was first brought to our attention by the 
Connecticut Insurance Department in early December of 1955. We proceeded 
to work out a plan with them whereby we sent letters to all policyholders whose 
policies had been rated as class II unless our files had conclusive evidence that 
class II was a proper rate. Attached is copy of the letter used in this survey. 
We then proceeded to contact the insurance departments in the other States 
where we operate and pointed out to them the procedure we were using in Con- 
necticut to correct any misclassifications. This contact was made by us in 
nearly all States prior to their taking any action. Upon approval of the indi- 
vidual inspurance departments as to the method contemplated we proceeded 
to write each insured whose policy had been rated class II unless our files 
showed conclusively that class II was the proper rate and the form of letter was 
the same or similar to the one attached. 
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The number of letters mailed and replies received by State is included in the 
attached summary. 

5. The number of replies from policyholders requiring refunds is included in 
the attached summary. 

6. The total amount and number of refunds sent to policyholders by State as 
of December 31, 1956, is included in the attached summary. 

7. The average amount returned to policyholders by State is also included 
in the attached summary. 

We desire to point out that the procedures followed in the various States were 
made under the direct supervision of the Commissioner of Insurance of each 
State. 

We regret that it is not possible for us to furnish you with all of the informa- 
tion requested but trust that we have been of some assistance to you. 

Respectfully submitted, 

INDUSTRIAL INSURANCE Co., 
GEORGE OLMSTED, President. 


INDUSTRIAL INSURANCE Co., EASTERN DEPARTMENT, 
New York, N.Y. 


Class 2 collision rates were charged for insurance written by us in connection 
with the financing of an automobile. To help us determine the accuracy of 
the rate, will you please answer all of the questions listed below, and return 
this form immediately in the enclosed business reply envelope to Industrial 
Insurance Co., 103 Park Avenue, New York 17, N. Y. 

If an error in classification is found, an adjustment will be made by us, but 
in no event will there be an incerase in premium. 

1. Your date of birth: Month__------_- a OT escent 

2. List below the names, ages and date of birth of all drivers under the age or 
25 on effective date of the policy, who are or were members of your household, 
if none, so state. (Indicate if any are in military service and only use the 
automobile occasionally.) 

OTR ae ene aoe Date of birth... ..nc— 
NaGe Gf TOMATO... rns I aaa EPR OE CR inc eeens 

3. Name of any driver under the age of 25 on effective date of the policy, 
who is or was a member of your household and is the principal owner or 
OPGTAtOE ¢ cn cxcaninien oneal 

4. Indicate use of automobile; ( ) Business purposes; ( ) Driving to and 
from work; ( ) Not used in driving to and from work. 

5. Has any operator under the age of 25 successfully completed a driver-educa- 
tion course? If so, attach proper certificate signed by school official. 

6. Indicate whether your sole occupation is that of: ( ) Farmer; (_ ) 
Rancher; ( ) Clergyman. 


POLICYHOLDER’S STATEMENT 
The undersigned warrants the above information is true and correct. 
Policyholder’s signature 

Your very truly, 


INDUSTRIAL INSURANCE Co., 
Forest Ff’. Dore, Vice President. 
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Summary of misclassification refunds, Dec. 81, 1956 


















Connecti- | Delaware | Mary- hdbiscabent Michi- New New 
cut land setts gan Jersey York 
1. Letters mailed_.....___ 3, 010 58 1, 311 () 188 7,116 10, 926 
2. Replies received. -_._.- 2, 048 18 We ile k mete cna 45 3,714 5, 462 
3. Adjusted by class-__-_- 1, 393 10 308 368 27 2, 358 4, 233 
4. Amount paid to date__|$40, 254. 55 $296. 68 |$8, 408.13 |$11, 861. 54 $404. 24 |$68, 139.79 | $115, 252.14 
{ Average amount paid__ $28. 90 $29. 67 $27. 30 $32. 23 $14. 97 $28. 90 $27. 23 
Ohio Pennsyl- | Rhode Kansas West Missouri | Vermont 
vania Island Virginia 
1. Letters mailed__..._._- 288 8, 684 349 56 717 188 10 
2. Replies received___.._- 93 2, 699 144 15 303 | 100 7 
3. Adjusted by class__ _-_- 73 1, 835 89 9 177 37 4 
4. Amount paid to date__| $1,939.03 |$55, 914. 64 |$2, 555. 94 $309. 30 |$5, 044. 34 $904. 36 $88. 50 
5. Average amount paid_- $26. 56 $20. 47 $28. 72 $34. 37 $28. 50 | $24. 44 $22.13 
Totals: 

I cr a i eda eanwsanoubentnnet 32, 901 
B.S RRREROOG .... . nnumenuneeiaiun 15, 205 
ee RC OSUINNED «go. oo cin evieadickedsnssubduudebenaccuckece cae 10, 921 
I i a se eld a ae dbase eed: $311, 373. 18 
I sin iclnoleinsaineenr nines $28. 51 


1 Massachusetts examiners reviewed our daily reports and sent out their own letters. They then in- 

structed us to reinit. 
FEesruary 11, 1957. 
Mr. GrorGe OLMSTED, 
President, Industrial Insurance Co. 
New York, N. Y. 

Deak Mr. OLMSTED: Thank you very much for your recent letter including 
partial answers to the subcommittee interrogatory. This information will be 
very helpful to our study. 

Enclosed you will find a first supplemental interrogatory which we would ap- 
preciate your answering at your earliest convenience. We understand that the 
answers to these questions should be readily available. 

Please do not delay the forwarding of any part of this information because 
of the unavailability of any other part. 

Acknowledgment of receipt of this letter will be appreciated. 

Sincerely yours, 
A. S. Mike MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


First SUPPLEMENTAL INTERROGATORY 


1. Please state the number of cars exposed to loss for each year (i. e., car- 
years) under your company’s collision coverage during each year, 1950-55, in- 
clusive, by State. 

2. Please state the total number of cars exposed to loss for each year (i. e., 
car-years) covered by your company in classes I, II, and III in each year, 1950- 
55, inclusive, by State. (Please indicate States in which such classes are not 
used by permission of State insurance department. ) 

3. If no refunds to policyholders have been sent in certain States in which 
your company writes collision insUrance policies, please indicate the reason, by 
State. 


INDUSTRIAL INSURANCE CoO., 
Des Moines, Iowa, February 15, 1957. 
Hon, A. S. Mike Monroney, 
Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D. C. 


My Dear Senator: In reply to your letter of February 11, we herewith submit 
to you the following additional information in connection with the study your 
committee is making. 

Questions 1 and 2 of your first supplemental interrogatory are the same as 
those contained in your first interrogatory which you forwarded to us on Janu- 
ary 22 and to which we replied on February 6. 
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This company is a subscriber of the National Automobile Underwriters As- 
sociation. Each month we key punch statistical cards in connection with our 
automobile physical-damage coverage and forward these key-punch cards to the 
National Automobile Underwriters Association where they are collated with 
similar information provided by other subscribers and members. We do not 
summarize for our own information the number of cars insured or the number 
of risks classified I, II, and III. We therefore regret that it is impossible for us 
to provide you with this information. 

In connection with question 3 of your first supplemental interrogatory, we wish 
to advise that the survey of our policyholders has been completed in all States 
except Maine and Illinois, and the survey is currently underway in those States. 

Respectfully submitted. 

GrEorGE OLMSTED, President. 


FEesruary 21, 1957. 
Mr. GEORGE OLMSTED, 


President, Industrial Insurance Co., Des Moines, Iowa. 


DreEAR MR. OLMSTED: Thank you for your recent letter setting forth your 
inability to supply the subcommittee with information either as to the number 
of policies written by your company for collision coverages during the years 
1950 to 1955, inclusive, or the car-year exposure during that period. We are, 
of course, quite disappointed that you are unable to develop this data. 

We do appreciate, however, the information you sent us on the letters mailed, 
replies received, and adjustments occasioned by “misclassification” in 14 States. 
We are informed that your company also does business in Colorado, the District 
of Columbia, Florida, Illinois, Indiana, Iowa, Kansas, Maine, Minnesota, Mis- 
souri, Virginia, Wisconsin, and Wyoming. We would very much appreciate your 
submitting similar data for these States. If no action has been taken in these 
States by your company regarding refunds, please detail the reasons, by State. 

Very truly yours, 
A. 8. Mrxe Monroney, 
Chairman, Automobile Marketing Practices Subcommittee. 





INDUSTRIAL INSURANCE Co., 
Des Moines, Iowa, March 1, 1957. 
Hon, A. 8. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D.C. 


My Dear SENATOR: In reply to the second paragraph of your letter of February 
21, we wish to advise that we included in the schedules attached to our letter of 
February 6 the results of our reclassification review in the States of Kansas and 
Missouri. 

In the last paragraph of our letter of February 15 we pointed out that the sur- 
veys in Illinois and Maine were underway at this time, and, when the surveys 
are completed, we will be pleased to furnish you with the results, if you desire. 
You understand, of course, that it takes several weeks to complete such a survey, 
and, therefore, the results will not be available immediately. 

This company operates in Colorado, District of Columbia, Florida, Indiana, 
Iowa, Minnesota, Virginia, Wisconsin, and Wyoming. Our business in those 
States is primarily fire and inland marine lines developed through local agents, 
and the same agents produce some automobile physical-damage coverages in the 
conduct of their business. It is our understanding that the insurance depart- 
ments of the various States are not requiring surveys in connection with agency- 
produced business, and consequently we have not done so. 

Respectfully submitted. 

GEORGE OLMSTED. 
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Hon. A. 8S. Mike MONRONEY, 
Chairman, Automobile Marketing and Practices Subcommittee, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR MONRONEY: In accordance with the request made by you on 
March 21 during your hearings, we are attaching hereto a summary of the gross 
premiums written by this company during the calendar year of 1954, broken 
down by line and by State, which, I believe, you will find self-explanatory. 

You also requested a summary of our profits before taxes for the years 1946-56, 
and I am attaching hereto such a summary. The figures have been taken from 
the annual statements which we have filed at the conclusion of each year with 
our home State insurance department, New Jersey, and other States. 

In the event you desire further information, please do not hesitate to call on us. 


Respectfully submitted. 


MARKETING PRACTICES 


INDUSTRIAL INSURANCE Co., 
Des Moines, Iowa, March 25, 1957. 


Wake 


CoBp. 


Gross premiums written by Industrial Insurance Co., during calendar year of 
1954, by line and State 


Fire and 
allied 
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Colorado 
Connecticut - - .. 
Delaware bats 936 
District of Columbia_.| 8, 894 
Florida. ..-...-....--.} 312, 124 
Illinois oncveuh Saaeees 
Indiana 9, 872 
Iowa___- <a 1,199 
Kansas- -.-- 6, 025 
Maine-- 3, 053 
Maryland. .--.-.---.-- 
Massachusetts 
Michigan- 

Minnesota 

Missouri. 
Nebraska..e---------- 
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17, 288 | 
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261, 469 
171 
374, 430 
14, 769 
155, 196 
95, 238 
90, 982 
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Jersey- 

New Mexico.. 

New York : 
North Dakota_------- 


Pennsylvania. 
Rhode Island. 
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Virginia 

West Virginia 
Wisconsin - - .. a 
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INDUSTRIAL INSURANCE Co., 
Des Moines, Iowa, March 27, 1957. 


Mr. Busy, 
Automobile Market Practices Subcommittee, 


Senate Office Building, Washington, D.C. 
Dear Mr. Bussy: In accordance with your telephone request we are sum- 


marizing below our total automobile collision business for the years 1950-55: 
Auto collision 


Year 
I a a dean Bhat igs alten neshedbiweh ees Milcpaeamahanaiclsies baad hema aa hae $2, 445, 460 
a Dame ealaameene 2, 265, 902 


I a nach iki aaeaaindock easton lines inal naninsiawndostetsins ll ispciaplis pgiag te oeeaeiaa cial 4, 655, 673 
5, 199, 380 


TTT ne a 
Re ca Ne eenmiedttanemenann 3, 630, 042 
ere ee eee ee ae eeee eae 4, 755, 009 


The premium figures which I furnished in my letter of March 25 addressed to 
the Senator Monroney included all physical damage premiums, which are premi- 
ums on comprehensive coverages in addition to collision. 


Sincerely yours, 
W. L. Coss. 


APRIL 1, 1957. 
Mr. W. L. Coss, 
Executive Vice President, Industrial Insurance Co., Des Moines, Iowa. 

Dear Mr. Coss: Thank you for your telegram of March 28 and your letters of 
March 25 and 27 to the subcommittee. 

Concerning your letter of March 27 and the figures you set forth as your “total 
automobile collission business,” we will assume that these amounts refer to private 
passenger automobiles only and that they exclude fire, theft, and other coverages. 
We shall also assume that the figures referred to premiums written rather than 
premiums earned and that these premiums are shown in the year in which they 
were collected, rather than in the year in which the insurance coverage was 
earned. Finally, we shall assume that these figures do not include premiums 
collected for policies which were later canceled, the refunds being given back 
to the finance institution. 

Regarding your letter of March 25, we note that your amount of profit before 
income taxes varies considerably from that shown in Best’s Insurance Reports. 
It is important to the subcommittee that we obtain proper figures to rely upon. 
If there is some disagreement in the industry as to how to reach the proper 
figures of the type you have submitted to us, it would be very helpful if you ex- 
plained to us the discrepancy occasioned by such methods. We ask this not in the 
spirit of questioning your data, but merely for the purpose of edification. 

Also, along these lines, the subcommittee is seeking to obtain a proper formula 
for the determination of return on investment. Any suggestions you may have as 
to such a formula would be very much appreciated. 

Thanking you again for your cooperation, I am 

Very truly yours, 
A. S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


INDUSTRIAL INSURANCE CoO., 
Des Moines, Iowa, April 4, 1957. 
Hon. A. S. MIKE MonrRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D. C. 

DearR SENATOR MONRONEY: In reply to your letter of April 1 with particular 
reference to the second paragraph we wish to point out that the fourth word 
in line 7 should be “effective.” Insurance premiums are recorded on the basis 
of their effective dates, which frequently differs from collected dates because 
the policies are usually paid for during a period of 30 to 90 days after they be- 
come effective. In connection with the last sentence in paragraph 2, the pre- 
miums reported were net premiums and you are correct in that any cancella- 
tions were deducted from the gross written premiums. 

In connection with the third paragraph of your letter we are attaching hereto 
a summary of the underwriting and investment results of this company for the 
years of 1946-55 as taken from the Alfred M. Best Co. Reports. 
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The Best figures are not as yet available for 1956. I will attempt in the next 
few paragraphs to explain the discrepancy occasioned by different accounting 
methods. 

The schedule of underwriting and investment results was taken from the 
annual statements which were filed with the New Jersey Insurance Depart- 
ment for the years 1946 through 1956. We must remember that the Best’s fig- 
ures are taken from the report filed with the New York department and the 
reports sometimes reflect changes required by the New York department which 
may not be required by the New Jersey department. However, these items are 
not the ones which bring about the variation between the Best’s figures and 
those submitted. 

Prior to 1950, insurance department reports were not on an accrual basis as 
is common with practically all other business organizations. The annual state- 
ment was a combination of incurred and paid items as well as adjustments to 
recorded book values. A radical change was made in 1950 as financial 
reports for 1950 and subsequent years for insurance companies are now on a 
more nearly accrual type of accounting than prior to that date. Still insurance 
reports are not on an accurate accrual basis because of the necessity to con- 
form with investment requirements of the various States which require us to 
charge off in that year the cost of all equipment, automobiles, etc., purchased 
during that year and to charge off to expense, acquisition expense incurred 
rather than spreading this item over the term of the insurance premium. 

Other adjustments required are by reason of the investment statutes of the 
various States which require us to increase or decrease our statement values 
of investments to conform with amortized or market values if the investment 
is still held in the assets of the company at the statement date. There are 
further adjustments necessary because of reinsurance in unauthorized com- 
panies wherby adjustments must be made because of the amounts reinsured in 
these companies as well as the amount of loss or loss expense that might be 
recoverable. 

I would say that the Alfred M. Best people make an effort to convert the infor- 
mation supplied in the annual statement to a more nearly factual incurred basis, 
such as is commonly used in the manufacturing and merchandising business in 
the preparation of their financial statements. As examples of these adjust- 
ments, I would like to give you the following information: 

In the 1950 figures Alfred M. Best shows net investment gain of $191,000 and 
a loss of $4,000 from other investment gains or losses. In the 1950 annual 
statement of the Industrial Insurance Co., we show a net investment income of 
$191,324 which represents interest and dividends received less investment ex- 
pense. There is also recorded a loss of $195,247 leaving an investment loss of 
$3,923 as shown on our schedule. This is taken from page 4, lines 8, 9, and 9A 
of the annual statement. 

On line 23 of page 4, an entry has been recorded under the adjustments of 
the surplus account of net unrealized capital gains of $191,212. Because thisisa 
surplus adjustment, according to the form of annual statement used in 1950, this 
item did not appear on our schedule. However, Alfred M. Best in analyzing 
this has shown an item of $191,324 on line 8 as net investment income, then has 
deducted the net unrealized capital gains of $191,212 from the net realized capital 
losses of $195,247 to arrive at their $4,000 loss from other investment gains or 
losses. 

Similar adjustments have been made in other years which account for the 
variation in the figures which have been supplied to you on investment income. 

Likewise, Alfred M. Best Co. has made adjustments in the underwriting profit or 
loss in their publication where, in their opinion, they have felt such adjustment 
changed the results to a more accurate representation of the operating results 
of the company. As an example we refer you to the record for 1949. On our 
schedule, we show an underwriting loss of $64,000 whereas the Best statement 
shows an underwriting loss of $15,000. One of the principle items responsible 
for this difference is the treatment of unauthorized reinsurance. The adjust- 
ment, because of unauthorized reinsurance, is reflected in the surplus account 
on the insurance department annual statement, but it appears to have been treated 
differently in the preparation of Best’s figures, in that it has been removed as a 
surplus adjustment and applied against the results of operation for that period. 

The fourth paragraph of your letter is not entirely clear to me. Are you in- 
quiring about the rates of return on invested assets of the company, rate of 
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return of the total assets of the company, or are you requesting information 
regarding the rate of return to the persons owning the stock of the company. 
Upon receipt of clarification of your question we will be pleased to give you any 
suggestions we may have, and of course, if you have further questions we will 
be also happy to answer them to the best of our ability. 

Respectfully yours, 








W. L. Coss. 





Industrial Insurance Co., underwriting and investment results for year years 
1946 through 1955 taken from Alfred M. Best report 






—_— | —— | | | 








Underwriting profit or loss__-......-..-.-.- —$190, 000 | —$1,035,000 | —$486,000 | —$15,000 $26, 000 
Net investment income...........-.-.------ —6, 000 29, 000 93, 000 104, 000 191, 000 
—66, 000 — 161, 000 —4, 000 











Other investment gains or losses_-----..--- — 608,000 | —175,000 





Underwriting profit or loss_............--- —$177,000 | —$170,000 | —$146, 000 $81,000 | —$448,000 
Net investment income... .-...--.-------- 176, 000 186, 000 217, 000 203, 000 188, 000 
Other investment gains or losses._.--..---- — 180, 000 — 148, 000 130, 000 



















APRIL 16, 1957. 





Mr. W. L. Coss, 
President, Industrial Insurance Co., 
Des Moines, Iowa. 

Dear Mr. Cops: Thank you very much for your recent letter explaining the 
discrepancy between your figures and those of Alfred M. Best & Co. 

I note your feeling “that the Alfred M. Best people make an effort to convert 
the information supplied in the annual statement to a more nearly factual 
incurred basis, such as is commonly used in the manufacturing and merchandis- 
ing business in the preparation of their financial statements.” 

Certain other questions are submitted herewith to complete the subcommittee’s 
record. 

In your acknowledgment of this letter please indicate whether any part of 
the data requested is presently unavailable and let us know how long it will take 
you to develop it. Do not delay the submission of any part of this information 
because of the unavailability of any other part. 


Very truly yours, 
















A. S. Mike MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 







SUPPLEMENTAL INTERROGATORY No. 2 










1. Please list your total direct collision premiums written in New York State 
on private passenger cars, excluding fire and theft and other coverage for each 
year 1950-1956, inclusive. 

2. Please state your net worth for each year since 1939 (net worth should 
include paid in capital, plus surplus, unless otherwise designated). 

8. Please submit a copy of your latest convention examination report. 

4. Please submit any statistical data which you have submitted to any State 
insurance authority showing your collision writings by class for any year 
1950-55 or part thereof. 











INDUSTRIAL INSURANCE CO., 
Des Moines, Iowa, April 24, 1957. 






Hon. A. S. Mrxe MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D. 0. 

DEAR SENATOR MonroNEY: In reply to your supplemental interrogatory 2, 
included with your letter of April 16 we wish to advise that we are now ina 
position to answer question 2 and 3 and will by the middle of next week for- 
ward you our answers to questions 1 and 4. 

Your question No. 2 requests the paid-in capital and surplus, or, in other 
words, what we refer to as policyholders’ surplus, for each year since 1939. In 
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view of the fact that this company was not organized until 1946, we are, first, 
only able to furnish you with this information for the years 1946 to 1956, in- 
clusive, and these amounts are as follows: 


Sees $2, 474, 000 


oe eee ee He ee ee ee ee 


In accordance with question No. 3, we are attaching hereto copy of association 
examination report as of December 31, 1955. During the course of our ex- 
amination, which was made last year, the New Jersey Insurance Department, 
as well as the departments of other States, were conducting special examina- 
tions of this company in connection with the misclassification problem and, con- 
sequently, no mention was made of the misclassification problem in the attached 
report. 
Respectfully submitted. 





W. L. Coss. 


ASSOCIATION EXAMINATION REPORT OF THE INDUSTRIAL INSURANCE COMPANY OF 


NEW JERSEY, AS OF DECEMBER 31, 1955, INSURANCE DEPARTMENTS OF NEW 
JERSEY, IowA, PENNSYLVANIA, AND WYOMING 







































TRENTON, N. J., October 30, 1956. 
To: Hon. Ford S. Taft, insurance commissioner; chairman, committee on exam- 

inations and of zone 5, National Association of Insurance Commissioners. 

Hon. Joseph A. Humphreys, insurance commissioner; chairman, zone 1, 
National Asociation of Insurance Commissioners, Boston, Mass. 

Hon. August Pryatel, superintendent of insurance; chairman, zone 2, Na- 
tional Association of Insurance Commissioners, Columbus, Ohio. 

Hon. A. J. Jensen, commissioner of insurance; chairman, Zone 4, National 
Association of Insurance Commissioners, Bismarck, N. Dak. 

Hon. Charles R. Howell, commissioner of banking and insurance, State of 
New Jersey, Trenton, N. J. 

Sirs: In accordance with your instructions, an association examination has 
been made of the assets and liabilities, method of conducting business, and all 
other affairs of the Industrial Insurance Co., Holland Township, N. J. 

The examination covered the period from January 1, 1953, to December 31, 
1955, at which date it was determined that the surplus as regards policyholders 
amounted to $3,033,338.32, consisting of capital paid up, $1 million, and unas- 
signed funds (surplus), $2,033,338.32. 

The surplus as regards policyholders at December 31, 1952, also determined 
by an official association examination, was $2,707,224.98, consisting of capital 
paid up, $1 million, and unassigned funds (surplus), $1,707,224.98. 

There was, in the intervening 36 months, an increase in surplus as regards 
policyholders of $326,113.34. 

The manner in which the $326,113.34 increase in surplus as regards policy- 
holders has been absorbed in the company’s financial condition is shown in the 
comparative statement of assets and liabilities as at December 31, 1955, and 
December 31, 1952, which is exhibit A of this report. 


FINANCIAL STATEMENTS AND OTHER EXHIBITS 





Exhibit A: Comparative statement of assets and liabilities as at December 31, 
1955, and December 31, 1952. 

Exhibit B: Underwriting and investment exhibit for the 36 months ended 
December 31, 1955. 

Exhibit B-1: Summary of premiums earned and losses incurred for the 36 
months ended December 31, 1955. 

Exhibit B-2: Underwriting and investment expenses for the year 1955. 
Exhibit B-3: Underwriting expenses for the 36 months ended December 31, 
1955. 
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Exuhisit A.—Comparative statement of assets and liabilities as at Dec. 


and Dec. 31, 1952 
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31, 1955, 





Dec. 31, 1955 Dec. 31, 1952 Increase or 
(—) decrease 
a -|— pcneaiiaectlaiaiasi 
ASSETS | 
oS ae $7, 771, 235. 19 $6, 022, 980 35 254. 84 
Stocks_._.__.- ilaibissede on 2, 119, 684. 56 2, 002, ), 956. 75 
Cash L 627, 197. 29 2, 046, 3£ , 160. 06 
Agents’ balances or uncollected premiums (net as to com- | 
missions and less ceded reinsurance balances payable) --_-| 128, 681. 07 186, § — 58, 203. 02 
Bills receivable taken for premiums 0 5 5, 538. 32 
Reinsurance recoverable on loss payments - 202, 850. 91 | 3 5 | 169, 483. 36 
SI CONE OG in ett ene dtenrte men ‘ ieeita mht 47, 217. 15 31, 234 ol | 15, 983. 14 
Total admitted assets-_ ..| 11, 896, 866.17 | 10, 329, 089 48 | 1, 567, 776. 69 
LIARILITIES & 
Losses 767, 339.05 | 1, 043, 630 98 | —276, 291. 93 
Loss adjustment expenses | 74, 051. 14 } 118, 221. 57 — 44, 170. 43 
Contingent commissions and other similar charges -- -- 213, 065. 81 | 71, 445 95 | 141, 619. 86 
Other expenses 40, 177. 92 | 32, 101. 26 | 8 076. 66 
‘Taxes, licenses, and fees : 53, 359. 77 | 176, 358. 51 | — 22, 998. 74 
Federal and foreign income taxes--._-- i ahaatches |} 104, 300.00 | 0 | —104, 300. 00 
Unearned premiums. - i ..-| 7,602, 391. 46 5,912, 511.11 | 1, 689, 880. 35 
Funds held by company under reinsurance treaties. _- 7, 540. 31 109, 082. 00 —101, 541. 69 
Amounts withheld or retained by company for account of | 
others ‘ 68, 372. 89 | 52, 776. 87 15, 596. 02 
Unearned premiums and losses recoverable on reinsurance | 
witb unauthorized reinsurers | 31, 855. 06 | 51,655.13 | —19, 800.07 
Excess of liability statutory reserve over case basis and | | 
loss expense reserveS_-........-.-.-.-- pee J 9, 674. 44 | 54, 081. 12 —44, 406. 68 
erred ‘ eal catinidoeall a 
SPUN DE cans cacsmensnanaen 8, 863, 527. 85 | 7, 621, 864.50 | 1, 241, 663. 35 
| = = 
Capital paid up--._--- : 1,000, 000.00 | — 1, 000, 000. 00 | 0 
Unassigned funds (surplus) - dtaetcune ‘ | 2, 033, 338. 32 | 1, 707, 224 98 | x 826, 113 34 
Surplus as regards policyholders - - -- 3 033, 338 32 | 2, 707, 224. 98 | 326, 113 34 
a ahd te enahaheclintnes 11, 896, 866. 17 | 10, 329, 089. 48 | 1, 567, 776. 69 
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AUTOMOBILE MARKETING PRACTICES 


ExuHIsit B-1.—Summary of premiums earned and losses incurred 


3-year period ended Dec. 31, 1955 


Line of business 
Premiums 
earned 
$2, 014, 326. 71 
930, 667. 43 


16, 141. 75 
4, 068. 44 


Extended coverage 
Other allied lines 
Homeowners policies 
Earthquake 156. 58 
Inland marine 149, 801. 05 
Liability other than auto (body 

injury) 433. 10 
Auto liability (body injury) 
Auto liability (physical dam- 


age ) ’ . 
Auto physical damage 15, 341, 098. 10 
Aircraft physical damage. 437. 80 
Liability other than auto (phys- 

ical d: ) 17. 79 
Glass 25. 41 

453. 11 


19, 376, 797. 69 


Losses in- 
curred 


$923, 062. 46 
543, 596. 89 
6, 265. 76 

1, 254. 21 


0 
37, 209. 45 


0 
216, 152. 54 


161, 233. 41 
7, 862, 537. 64 
0 


9, 751, 312. 36 
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Percentage of losses incurred 
to premiums earned 
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Exuisit B~-2.—Underwriting and investment expenses for the year 1955 


Claim adjustment services: 
Direct 


Net claim adjustment services 
Commission and brokerage: 
Direct 


Reinsurance assumed 
Reinsurance ceded. 
Contingent, net 


Net commission and brokerage 


Allowances to managers and agents 

Advertising 

Boards, bureaus and associations 

ce and underwriting reports 
aries 


Equipment 
Printing and stationery 
Postage, — and telegraph, exchange 


‘Taxes, licenses, and fees: 
State and local insurance taxes 
Insurance department licenses and fees. 
Payroll taxes 
All other pc Federal income and 


Total 
Add unpaid expenses, current year 
Deduct unpaid expenses, previous year 


Expenses incurred 


Loss ad- 
justment 
expenses 


$257, 948. 13 
132, 519. 69 


136, 987. 11 


coo! o|; oocoo 


Other under- 


writing 
expenses 


49. 


906. 98 


3, 273. 23 
33, 392. 07 
49, 670. 81 

356, 963. 09 
19, 541. 46 
1, 786, 97 

0 

33, 595. 38 
40, 504. 95 
12, 253. 35 
30, 404. 21 


14, 761. 31 
10, 702. 11 


607, 755. 92 


0 
0 
0 
0 


0 
196. 56 


126, 622. 49 
4, 474. 02 
12, 406. 77 


1, 662. 11 


145, 165. 39 


1, 549. 31 


Investment 
expenses 


6, 474. 08 


37, 606. 80 


Total 
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126, 622. 49 
4, 474. 02 
12, 406. 77 


1, 662, 11 


145, 165. 39 


2, 507. 00 








508, 895. 71 
74,051. 14 
99, 719. 96 


2, 958, 820. 39 
405, 679. 87 
268, 659. 64 


483, 226. 89 | 3,095, 840. 62 


38, 367.93 


923. 63 
833. 83 


38, 457. 73 


3, 506, 084. 03 
480, 454. 64 
369, 213. 43 


3, 617, 325. 24 
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356 AUTOMOBILE MARKETING PRACTICES 


ASSOCIATED COMPANIES AND PLAN OF OPERATION 


The Industrial Insurance Co. is a wholly owned subsidiary of the National 
Industrial Credit Corp. which in turn is wholly owned by the Morris Plan Corpo- 
ration of America. The latter company is controlled by the Equity Corp., a 
holding company, which controls a number of other corporations engaged in 
insurance, banking, real estate, and industrial operations, through direct and in- 
direct common-stock ownership. At December 31, 1955, the Industrial Insurance 
Co. owned a 50-percent interest in the Bankers Security Life Insurance Society, 
of which the National Industrial Credit Corp. owned an additional 17.24 percent. 
Also, at the date of this examination, the company owned minority interests in 
three Illinois banks, but these latter holdings have since been disposed of. 

The insurance underwriting activities of the company are carried on both at 
its main offices at 103 Park Avenue, New York City, and at 1017 Walnut Street, 
Des Moines, Iowa, but the books of account are kept in Des Moines. Such 
activities are under the supervision of thte board of directors. All investment 
activities are carried on in New York under the supervision of the board of 
directors or an investment committee comprised of four members of the board. 

Office space and the services of officers and employees are furnished by the 
Planning and Service Corp. in New York. This corporation renders similar serv- 
ices to other members of the Equity Corp. group of companies and the charges 
for such services are made without profit or loss to Planning and Service Corp. 
At Des Moines, such services are provided by joint use of the facilities of the 
Hawkeye-Security Insurance Co., the expenses incurred being apportioned in 
accordance with an agreement effective October 1, 1953. The expense agreement 
provides for the allocation of expenses between companies in accordance with 
the uniform accounting regulations adopted by the National Association of 
Insurance Commissioners. 

The company is licensed to do business in 30 States and the District of Colum- 
bia. Policies issued in connection with the American Installment Credit Corp. 
plan of installment financing are written through Industrial Agency, Inc., Indis- 
trial Brokers, Inc., both owned by the National Industrial Credit Corp., as well 
as through agencies not controlled by the Equity Corp. group. Such writing, 
consisting mainly of automobile physical-damage coverage, constitutes a very 
large portion of the company’s direct business. 

At December 31, 1955, some of the officers and directors of the company were 
active in the management of other companies of the Equity group. Director 
David M. Milton was also president of thte Equity Corp. and a director of the 
Hawkeye-Security Insurance Co. and the Erie Insurance Company of Iowa. 
George Olmsted, president and director of the company, was also vice chairman 
of the board of the Equity Corp., board chairman of the Northeastern Insurance 
Company of Hartford, board chairman of the Hawkeye-Security Insurance Co., 
and president and director of the Erie Insurance Company of Iowa and Bankers 
Security life Insurance Society. Director and Executive Vice President W. L. 
Cobb held the same positions with the Hawkeyve-Security Insurance Co., was the 
president and a director of the Northeastern Insurance Company of Hartford, a 
vice president and director of the Erie Insurance Company of Iowa, and execu- 
tive vice president of the Bankers Security Life Insurance Society. 

Of the company’s 9 directors, 6 were directors of the Hawkeye-Security In- 
surance Co., 7 were directors of the Erie Insurance Company of Iowa, and 7 were 
directors of the Northeastern Insurance Company of Hartford at the examina- 
tion date. Of the company’s 18 officers, 13 were officers in from 1 to 3 of the 
associated insurance companies cited above. 

A chart showing the Equity Corp.’s degree of ownership of various corpora- 
tions follows. 
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THE EQUITY GROUP 
PERCENTAGES OF OWNERSHIP OF VOTING SECURITIES AS OF DECEMBER 31, 1955 
The chart is designed to show only the affiliation, direct or indirect, of the named 
insurance companies with other corporations in the Group. 


THE EQUITY CORPORATION 


98. 20% 11.434 100 99 9h 67-89% 


EQUITY BELL REAL ESTATE ERIE 
GENERAL AIRCRAFT EQUITIES INSURANCE 
CORP. CORP. IN. co. 


38.83% 


BELL 
AIRCRAFT 
CORP. 


NATIONAL 
INDUSTRIAL 
CREDIT 





INDUSTRIAL INDUSTRIAL 
SECURITY INSURANCE AGENCY 
LIFE INS. CO. INC. 








SAVINGS BANK 
CHICAGO 





MORRIS PLAN 
COMPANY 
CEDAR RAPIDS 
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ASSETS 


The assets of the company at December 31, 1955, are summarized herewith: 


Ledger assets | Nonledger | Assets not | Admitted Percent 
assets admitted assets of total 


$7, 806, 370. 19 $7, 771, 235. 19 

1, 821, 651. 82 2, 119, 684. 56 

as: 1, 627, 197. 29 1, 627, 197. 29 
Agents’ balances or uncollected 
premiums, net as to commissions 
and less ceded reinsurance bal- 
128, 681. 07 
Reinsurance recoverable on loss 
payments " 202, 850. 91 
Interest accrued 7, . 47, 217.15 
Equipment, furniture, and sup- 
nat aaciacnatnsinig iptabeaios 24, 072. 83 24, 072. 83 0 
Travel advances 1, 484. 68 0 











11, 627, 209. 49 345, 249.89 | 75, 593.21 | 11, 896, 866.17 


The assets are discussed on the following pages. 


Bonds and stocks 


The company’s investment in bonds and stocks at December 31, 1955, was 
accounted for as follows: 





Book values 
Stocks 


By actual count at the vaults of the custodian, the First 
vational Bank of Jersey City, Jersey City, N. J., on 
Aug. 6, 1956 $5, 059, 890.61 | $1,195, 366.82 | $6, 255, 257. 43 
By letters of verification received from the following: 
State of Connecticut office of the treasurer 104, 367.19 0 104, 367. 19 
State of Florida, Insurance Department 20, 873. 44 0 20, 873. 44 
State of Maine, Treasury Department 25, 156. 25 0 25, 156, 25 
State of New Jersey, Department of Banking and 
309, 144. 96 0 309, 144. 96 
Commonwealth of Virginia, Treasurer’s Office 0 55, 343. 75 
Various savings and loan associations 0 200, 000. 00 200, 000. 00 
By tracing the receipts of cash to the company’s records 
on sales and redemptions and exchanges between Dec. 
31, 1955, and the date the securities were counted 426, 285.00 | 2,657, 878.99 


7, 806, 370. 19 1, 821, 651.82 | 9, 628,022. 01 


The company’s securities are deposited with the First National Bank of Jer- 
sey City, Jersey City, N. J., under a custodial agreement dated August 1, 1950, 
under which the bank agrees to keep, receive, sell, exchange, transfer or deliver 
any and all securities in accordance with the transactions initiated by the com- 
pany as depositor and to receive and collect all interest and dividends due the 
company. Cash expended or received in such transactions is to be charged or 
credited to the company’s checking account in the banking department of the 
bank. Express permission is given the custodian under the agreement to register 
“deposited securities in the name of the bank or its registered nominee or 
nominees.” The company’s board of directors authorizes certain officers to 
execute transactions with the bank. The agreement may be terminated on Jan- 
uary or July 31st of any year upon 30 days’ notice by either party. 

To fulfill statutory requirements, United States Treasury bonds were on de- 
posit at the date of this report in the par value of $300,000 with the State of 
New Jersey and in the par value of $200,000 with other States, or a total of 
$500,000. 

The company values its investment in bonds and stocks in accordance with 
the laws of the State of New Jersey and the resolutions adopted by the National 
Association of Insurance Commissioners on June 2, 1955. 

Since all of the bonds owned by the company at December 31, 1955, were 
amply secured and none were in default as to principal or interest, all were 
eligible for amortization. The company used the pro rata or straight-line method, 


aie fe Ue le) se » mre 


A) a 
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A few errors were revealed by a review of the company’s calculations of amortiza- 
tion, but no adjustment was made for purposes of this report because of their 
minor nature. Stocks were valued at prices provided by the committee on valua- 
tion of securities of the National Association of Insurance Commissioners, with 
two exceptions. One exception was the stock of the Bankers Security Life In- 
surance Society, of which the company owns 8,750 shares or 50 percent. The 
company’s value of this stock, based on a statement dated September 30, 1955, 
was $1,086,452.99. Your examiners established a value of $1,086,407.56 from 
the annual statement filed with the Iowa insurance department by the Bankers 
Security Life Insurance Society as of December 31, 1955, or an increase of $49,- 
954.57. The other exception was the stock of the General Adjustment Bureau 
which the company valued at cost, or $280. The committee on valuation of 
securities quoted this stock at $42 per share, or $882 for the company’s holdings 
of 21 shares, an increase of $602. The combined adjustments by your examiners 
result in an increase in market value of $50,556.57. 

The excess of book value of bonds over amortized value was $35,135 and this 
amount has been deducted herein as an asset not admitted. The excess of market 
value over book value of stocks amounted to $298,032.74 and has been set up asa 
nonledger asset for purposes of this report. 

During 1954, the company disposed of the following stocks of companies related 
to it through the Equity Corp. As authorized by the board of directors on June 
8, 1954, the company sold 1,318 shares of Hawkeye-Security Insurance Co. $50 
par preferred at a loss of $3,334.66. In accordance with the authorization of the 
board of directors of February 3, 1954, the company took advantage ot the oppor- 
tunity to redeem 15,231 shares of Real Estate Equities, Inc., class A common at a 
profit of $27,415.80. Both of the above stocks were owned by the company on 
December 31, 1952, the date of the last official examination. 

On October 5, 1955, the company, as authorized by the board of directors on 
August 4, 1955, exchanged with its parent company, the National Industrial 
Credit Corp., the following stocks of other companies affiliated with the Equity 
Corp. : 


To National Industrial Credit Corp. : Book vatue 
8,500 shares Hawkeye-Security Insurance Co. $10 par common. $340, 000. 00 
75,000 shares Northeastern Insurance Co. of Hartford $3.33 

par common 751, 448. 95 
3,000 shares United Service Life Insurance Co. $1 parcommon_. 246, 000.00 


Total 1, 337, 448. 95 


To company: 
8,750 shares Bankers Security Life Insurance Society $25 
par common 958, 500. 00 
6,200 shares Pullman Trust & Savings Bank capital stock 278, 000. 00 
5,000 shares Standard State Bank of Chicago, IIll., capital stock_ 85, 000. 00 
400 shares State Bank of Blue Island, Ill, capital stock 


Total 1, 357, 500. 00 


20, 051 .05 


The stocks received in the above exchange were still owned by the company on 
December 31, 1955, but the three bank stocks were converted to Illinois Shares 
Corp. 10 cent par value capital stock in 1956, and the latter stock was subse- 
quently sold to the Financial General Corp. At the present writing, the company 
retains financial interest in companies related to it through the Equity Corp. 
only to the extent of its 50 percent ownership of the Bankers Security Life 
Insurance Society. It is noted, however, that the book value of the latter holding 
is $958,500 or 52.62 percent of $1,821,651.82, the total admitted value of all 
stocks owned by the company at December 31, 1955. If the bank stocks men- 
tioned above were included, this percentage would be 74.52. 
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Transactions in securities are summarized as follows: 








| Bonds Stocks Total 


|) 





Book value at Dec. 31, 1952._.._____.._____._____. ____| $6,071, 291.57 | $2, 229, 156. 73 


si $8, 300, 448. 30 
Cost of acquisitions. -- cinsetniieenntne enact awe. ween le. | 


22, 396, 607. 18 














Profit on sales and other disposals... ae MELA A 18, 303. 55 | 143, 397. 11 | 161, 700. 66 
li spctncescn Mati tee adhe teeta 
ee ee ee ee Be cca tees ia ats 26, 304, 018. 90 >|, 4, 554, ‘737. 24 . 30, 858, 756. 14 
Less: 
Consideration received on sales and other disposals_| 18, 433, 985. - | 2, 727, 645.20 | 21, 161, 630. 86 
Loss on sales and other disposals__-- waite 63, 663.05 | 5, 440. 22 69, 103. 27 
r,, & RE LES Eee ee ee es | 497, 648. 71 2, 7: 085. 42 21, 230, 734. 13 








Book value at Dec. 31, 1955.._.................-.- 7, 806, 370, 19 | 1, ‘821, 651. 82. 9, 628, 022. 01 


oe . ni a — a — — 








Stocks purchased during the period covered by this examination were re- 
viewed to determine whether such stocks were eligible for investment by New 
Jersey insurance companies under section 17: 24-1 of the Revised Statutes of 
New Jersey, with respect to dividend payments in 5 consecutive years imme- 
diately preceding the date of purchase. One exception, the $1 par common 
stock of United Services Life Insurance Co., was noted. The stock was pur- 
chased in 1953, but paid no dividends to its stockholders in 1951. The stock was 
disposed of in 1955, before the date of this examination. 

Interest due or accrued on bonds, none of which was in default at the exami- 
nation date, was calculated and amounted to $46,717.15. Interest and dividends 
received and earned during the period under review and interest accrued at 
December 31, 1955, are summarized as follows: 


j j | 
1953 1954 1955 | Total 

















} as ” * S=Ce 7. ah eres _ — 
Interest received on bonds. -_-__----- | $133,872.43 | $136, 610. 89 | $145, 721.97 | $416, 205. 29 
Less: Accrued at beginning -- diiteede og " sl, 234. O1 | 40, 194. 53 43, 910. 24 31, 234. 01 
— — ——e - ee 
Balances. __-- pauabawn aed | 102, 638. 42 96, 416. 36 | 101, 811. 73 | 384, 971. 2 
Add: Accrued at end__ | 40, 194. 53 43,910.24 | 46,717.15 46, 717. 15 
Interest earned on bonds ----| 142, 832. 95 140, 326.60 | 148, 528. 88 431, 688, 8 
Dividends on stocks--____- | 106, 474,82 | 79, 373. 70 | 76, 251. 99 | _ 262, 100. 51 
| — oom aiienom - = 
etek 52.ca ple | 249,307.77 | 219,700.30 | 224, 780. 87 | "693, 788. 94 
| | | | 
sie 9 sinenni a n i i . ail 
1953 1954 1955 
bid nied sana decile dictctnie hit iemgrniheonaiecieisiaie : | stitial aaa 
Mean investments: 
Bonds. - nes — 4 $6, 608,111.91 | $7, 057, 387. 82 $7, 388, 106. 74 
Stocks. .......- at * Sei as eas 2, 337, 867. 46 | 2, 105, 802. 02 1, 793, 338. 83 
On stig weteah as 92 3 : ; 8, 945, 979.37 | 9, 163,189.84 | 9, 181, 445. 57 
| ————— = 
Annual percentage rate of interest and dividends earned | 
to mean investments: 
Interest on bonds- ----- Se etal Gi alas es 2. 16 1.99 2.01 
Dividends on stocks - - 4.55 | 3.77 | 4. 25 
Aveeidetie cl 20d). ceo ghied) pdb ales 2.79 | 2. 40 2.45 
1 





The company lists 34,080.528 shares of the National Fire & Marine Insurance 
Co., in liquidation, and 300 shares of the Lawyers Title & Guaranty Company 
of New York in schedule X as having no value. The latter company paid its 
final liquidating dividend in 1954. 

Income from the above stocks for the period under review amounted to 
$678.04 in liquidating dividends of the Lawyers Title & Guaranty Co., and 
$9,100.46 in mixed claims awards obtained through the National Fire & Marine 
Insurance Co., or a total of $9,778.50. 

Following is a statement of values of bonds and stocks owned at December 
31, 1955, and a comparative statement of book values of securities at December 
31, 1952, and December 31, 1955. 
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Comparison of book values of bonds and stocks owned at Dec. $1, 1952, and 
Dec. 31, 1955 








Book value, Dec. 31, 1952 | Book value, Dec. 31, 1955 


| 
Amount Percent- Amount Percent- 























age age 
Bonds: 
Governments, United States. -_..........-.---- $4, 225, 663. 92 50. 91 $3, 415, 304. 47 35. 47 
States, Territories, and possessions, United 
nhc nus can btantdtedhascdis Sopecesdeus 0 0 1, 371, 762. 42 14, 25 
Political subdivisions of States, Territories, 
and possessions, United States. -._-._-. 70, 749. 17 . 85 1, 540, 258. 37 16. 00 
Special revenue and special assessment obliga- 
tions, United States..........-. lien catalan ale 0 0 880, 402. 29 9,14 
Remwents Citeds................,.......... 169, 573. 79 2. 04 169, 5 573. 79 1.76 
Public utilities, United States_._._...........-. 61, 500. 00 . 74 86, 662, 81 . 90 
Industrial and misce} laneous, United States. 1, 543, 804. 69 18. 60 342, 406. 04 3. 56 
cn starak andlsainaiticdaithne Wonk mais 6, 071, 201. 73.14 7. , 806, 370. 19 | 81.08 
Stocks: eS GO ioe» es cae 
Public utility, United States: 
Pe icesd cc cacicaccceeubedee ikande saana 0 0 68, 453. 84 71 
IE ios oid. kobe Sake cha eden é 50, 389. 78 . 61 38, 156. 25 .40 
Banks, trust, and insurance companies, United 
States: 
Preferred Sap aanale ebatinn ee pm apie nana 65, 900. 00 .79 27, 075. 00 . 28 
lett iinditncitidbatod Dat ba ebsites cldoee 1, 091, 448. 95 13.15 1, 357, 500. 00 14. 10 
Industrial and miscellaneous, United States: 
ig Re a lca ieee 0 0 107, 494. 53 1.11 
SA 1. wemoaeetseartibnadbonctatocudee 856, 418. 00 10. 32 22, 972. 20 24 
RTI i alas sthlawepiedudnies 2, 064, 156. 73 24.87 | 1, 621, 651.82 16. 84 
Savings and loan association shares.....-.....-.---- 165, 000.00 1.99] 200, “000. 00 208 
Total, bonds and stocks..........------------ 8,300, 448.30 | 100.00 | 9, 628,022.01 | 100.00 








Cash and bank deposits 


The company deposits in trust companies and banks at December 31, 1955, 
amounted to $1,626,997.29. With the exception of a time deposit in the Union 
Trust Company of the District of Columbia in the sum of $50,000, none of these 
accounts were earning interest. A petty cash fund of $200 was maintained in 
the New York office at 103 Park Avenue. 

The deposits in banks and trust companies were distributed as follows: 


Beene ner” OU MCI, Wa ccs cnilem ce een rei nlinen aetna $25, 000. 00 
Central National Bank & Trust Co., Des Moines, Iowa___-_--~~- 234, 700. 81 
Central National Bank & Trust Co., Des Moines, Iowa, account 

a i eal mn 7, 540. 31 
Central-Penn National Bank, Philadelphia, Pa__._.__.______-_____- 50, 000. 00 
SE EE I0., DUO, (OEMs Ie Diinteetdrtm amma masmiscmindpninmenss 49, 474.17 
First National Bank of Jersey Cae; were Car, Oe. d...-2..<.-. 151, 659. 7 
Harris Trust & Savings Bank, Chicago, Ill_---------.--_---_--_- 100, 000. 00 
Industrial Bank of Commerce, New York, N. Y_---------------- 508, 070. 80 
Monetacterers Trust (o., Dew York; N. .Y..........4.--.ae--- 25, 551. 42 
The Marine Midland Trust Company of New York, New York, 

a OS a ot enemies aipeniendaerbhapseenee 50, 000. 00 
National Metropolitan Bank of Washington, Washington, D. C__- 25, 000. 00 
The Dankict New Work, New Tork, N. Xs..)<.... ck 75, 000. 00 
Tate ak & Tret Ces Pw: TORR. Senin kin ricci ttininses 125, 000. 00 
Union Trust Company of the District of Columbia, Washington, 

Be aS ES eee ecisiseeanbinicg ts ci ceiai cada ciies hic peteetsarguatanshicn es 200, 000. 00 

OE issn Gece alta wcihade bak doen ps phen ctu tinny lee elite eb atti ye 1, 626, 997. 29 


In 1954, the company made time deposits in 2 banks totaling $250,000, but 
during 1954 and 1955 these deposits were reduced to $50,000. Interest received 
and earned on these accounts during the period under review amounted to $4,302 
and $4,802, respectively, including $500 accrued at the examination date. 
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The bank balances listed above were reconciled to balances provided direct by 
the various depositories, and the petty cash fund was ceunted on September 
8, 1956, and reconciled to the balance at December 31, 1955. 

Outstanding checks were verified, and a comprehensive test of signatures 
was made to ascertain that the checks were signed in accordance with the reso- 
lutions of the board of directors. 

A balance of $7,540.31 held in the Central National Bank & Trust Co., Des 
Moines, Iowa, represented funds retained by the company for the account 
of unauthorized reinsurers. 


Agents’ balances or uncollected premiums 


The agents’ balances and intercompany premium balances at December 31, 
1955, consisted of the following items: 


Premium balances due from agents and others (net) $349, 702. 73 
Premium and sundry balances due from Hawkeye-Security Insur- 
179, 337. 73 


529, 040. 46 
Less ceded reinsurance balances payable to: 
Northeastern Insurance Co $335, 227. 02 
Others 
400, 359. 39 


NGG DAIEBCOR TOCKIVADIO nec ecitiiicinstninie anne wticcnaeet ee 128, 681. 07 


Net balances receivable as reported above are less than those reported in the 
company’s annual statement as of December 31, 1955, in the amount of $166,- 
408.99, because of the transfer to “Reinsurance recoverable on loss payments” 
by your examiners of $155,774.08, which represents net intercompany balances 
involving the settlement of losses paid by the individual companies in the pool; 
and an increase of $10,634.91 in premium balances over 3 months due. 

Contained in premium balances due from agents and others, reported above, 
was $47,218.99 in balances resulting from policies issued in connection with 
automobile financing initiated by the American Installment Credit Corp., an 
indirect subsidiary of the Equity Corp. 

Agents’ accounts were completely reviewed and aged whereby the asset not 
admitted of $14,900.70 for balances over 3 months due was determined. This 
amount is $10,634.91 in excess of the $4,265.79 reported by the company. 

During the 3-year period covered by this examination, agents’ balances in the 
amount of $948.32 were charged off, and balances previously charged off were 
recovered in the amount of $11,740.54, or a net gain from this source of $10,792.22. 


Reinsurance recoverable on loss payments 


The amount of $202,850.91 shown as reinsurance recoverable on paid losses in 
this report exceeds the amount of $47,076.83 reported in the company’s annual 
statement by $155,774.08, because of the transfer of the latter amount from ceded 
reinsurance balances payable by your examiners. The amount transferred repre- 
sents reinsurance recoverable on paid losses resulting from intercompany pooling 
transactions. 

Reinsurance recoverable on loss payments due from unauthorized reinsurers, 
amounting to $9,630.44, was included in the above balance, but a like amount was 
included in the liability for loss recoveries from unauthorized reinsurers. 


Interest, dividends, and real estate income due and accrued 

Interest accrued on bonds of $46,717.15 and interest accrued on bank deposits 
of $500 made up the total of $47,217.15 reported in the company’s annual state- 
ment, and these items have been treated under their related assets for purposes 
of this report. The company owned no real estate at the examination date. 
Miscellaneous assets 


Assets not admitted not previously discussed are: Equipment, furniture, and 
supplies, valued at $24,072.83; and travel advances, amounting to $1,484.68 or a 
total of $25,557.51. 
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LIABILITIES 


The liabilities detefmined in the course of the examination are summarized as 
follows: 
Total liabilities $8, 863, 527. 85 
Surplus as regards policyholders consisting of: 
Capital paid up $1, 000, 000. 00 
Unassigned funds (surplus) 2, 033, 338. 32 
—_—_—_————— $3, 033, 338. 32 


11, 896, 866. 17 


Losses 

A comparison of the company’s and the examiners’ reserves for unpaid losses, 
including losses incurred but not reported, less reinsurance recoverable, at 
December 31, 1955, and divided as to line of business is shown in the following 
schedule : 


Company Examiner Increase or 

| decrease (—) 
Fire. _.. eee $158, 829. 0! $135, 687. 44 | $23, 141. 61 
Extended coverage 57, 532. 4! 38, 592.61 | 18, 939. 84 
Othe, allied lines ; | 275. 5 88. 41 187. 09 
Homeowners? policies 86 1, 066. 33 — 197.33 
Inland marine , 729. 7 5, 491. 70 2, 238. 00 
Auto liability (BID 91, 021. 37 | 89, 250. 50 | 1, 770. 87 
Auto liability (PD) , 817. 3 12, 034. 02 2, 783. 31 
Auto physical damage -_ idee ¥ ji --| 562,931.36 485, 128. 04 | 77, 803. 32 


Total - : 894, 005. 76 767, 339. 05 | 126, 666, 71 


Information required for the compilation of the above tabulation was acquired 
during the examinations of the Hawkeye-Security Insurance Co. and the Erie 
Insurance Company of Iowa which were conducted concurrently with the exami- 
nation of this company. 

Inspection of a large percentage of the files on losses unpaid at May 31, 1956, 
which were reported in 1955, and adjustment of the year-end reserves to pay- 
ments made during the first 5 months of 1956, determined the examiners’ estimate 
of the unpaid losses. 

Losses incurred but not reported, the estimates of which are included in the 
above tabulation, were calculated on the basis of a percentage derived from the 
last 3 years of company practice. Such practice has produced adequate reserves 
in the past. 

The percentage of losses incurred to premiums earned and the amounts of the 
latter two items are shown in the following schedule: 


Year Premiums Losses incurred Percentage 
earned 


 —— ‘ : ; as : $7, 063, 964. 20 | $4, 030, 807. 42 57.06 
ORR cs. 5 entde eo She ‘ ee wok 6, 132, 211. 32 2, 802, 373. 17 5. 70 
1955... — ° - 6, 180, 622. 17 2, 918, 131. 77 21 


Total i aeiidmieaits . ° oe 19, 376, 797. 69 9, 751, 321. 36 1 50. 32 


1 Average. 


The ratios of losses incurred to premiums earned by line of business are shown 
by exhibit B—1 elsewhere in this report. 


Loss adjustment expenses 

The liability for loss adjustment expenses payable was estimated by your 
examiners to be $74,051.14, which is $7,846.07 less than the $81,897.21 reported 
by the company. The liability was estimated by the company through the 
application of percentages to the losses payable, including incurred but not 
reported losses, by major lines of business to produce the allocated portion, and 
a percentage of other accrued expenses to produce the unallocated portion. 
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Since the method used by the company has produced adequate reserves in the 
past, your examiners used the same method and percentages. 


Contingent commissions and other similar charges 


Based upon actual payments made in 1956 and revised estimates of contingent 
commissions still payable, your examiners calculated a reserve for contingent 
commissions of $93,065.81, which is $73.02 in excess of the $92,992.79 reported 
by the company. 

The company also reported under this caption a further reserve of $100,000 
to provide for refunds of premium overcharges to policyholders on collision 
insurance. Your examiners increased this liability to $120,000, based on cal- 
eulations involving amounts actually paid and a projection for amounts still 
to be paid. 

The combined liabilities totaled $213,065.81 as calculated by the examiners, 
or an increase of $20,073.02 over the $192,992.79 reported by the company. 

An extensive review of daily reports involving New Jersey policyholders was 
conducted by the New Jersey Department of Banking and Insurance, which 
revealed premium overcharges on collision insurance arising from automobile 
financing and a separate report of the results was made to the commissioner of 
that State. 

Because the various States have undertaken their own surveys of this situation, 
no special investigation was made in this connection by your examiners other 
than was necessary to estimate the adequacy of the liability referred to above. 


Other expenses 

Salaries, rents, expenses, bills, etc., due or accrued at December 31, 1955, were 
ealculated to be $40,177.92, or $140.45 more than the $40,037.47 reported by the 
company. Both figures are reduced by the portion of accrued expenses allocated 
to “Loss adjustment expenses.” The liability includes $923.63 of investment 
expenses. 

Calculation of this liability includes the company’s share of payments made 
by the Hawkeye-Security Insurance Co. during 1955, which are chargeable under 
the expense reimbursement agreement between the companies of the group, 
effective 12:01 a. m. October 1, 1953, and amounts paid to Planning and Service 
Corp. (an Equity Corp. affiliate) in 1956 for the company’s share of expenses 
incurred in 1955 in connection with services provided under an agreement 
effective January 1, 1946. 

Taxes, licenses, and fees 

From a detailed review of vouchers, canceled checks, and tax returns, your 
examiners established a liability of $158,359.77, which is $16,700.13 less than the 
liability set up by the company. 

An analysis of the examiners’ reserve follows: 

State and local insurance taxes__-_ ; _.. $150, 361. 38 
POsTON thse csc. 2, 923. 78 
we Geet ok eee ks 4 a die canes eG 74. 61 


NN ot Cae i gece cast __-.. 158, 359. 77 


Schedule T 

Allocation of premiums in the compilation of schedule T are made on the basis 
of State location of the property insured, except as to automobile physical 
damage premiums which are allocated according to State location of the in- 
sured’s principal garage. 

A review of the company’s statistical records and a test check of daily reports 
revealed no deviations from the stated method of allocation. 


Federal and foreign income tages 

The company established no liability for Federal income taxes at December 
31, 1955, but carried a negative liability in “Amounts withheld or retained by 
company for the account of others’ of $104,300 representing a loss carryback 
due from the Morris Plan Corporation of America, which included the company 
in its consolidated income-tax reports for the years 1953, 1954, and 1955. The 
tax refund was received by the company in March 1956. 

For purposes of this report, the examiners have shown this amount as a 
negative liability under the caption “Federal and foreign income taxes.” 


91018—57—pt. 1——-24 
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Taxes paid by the company on the basis of the consolidated returns for the 
period were: 


i eriaseesostsinininsneiitneeipaninen esa aS MM ait aici Nias ahah Mahi en ities Albis ls tcleh sh None 
a a ish ae ek teas Ea tare esean Ch cael bhek wien diet A antsagibebigemmnbirim den eben ses $105, 000. 00 
ai ce i oS saad acti att nese aspangpial ia dibbeea tented haebaeen 108, 504. 63 


The 1955 amount is the difference between the loss carryback taken into 
income at the time the negative liability was set up, and $795.37 of Canadian 
income tax withheld at the source on income from Canadian Pacific Railway 
securities held by the company. 


Unearned premiums 


A summary by class of business of the net premiums in force and the un- 
earned premiums at December 31, 1955, as determined by this examination 
follows: 





























Class Net premiums 1 year or Over 1 year Unearned 

in force under premiums 
— |_|) 
ee ii Bi. i aa Wi. $2, 339, 308. 09 $373, 069.41 | $1, 966, 238. 68 $1, 181, 380. 31 
Extended coverage....................- 1, 346, 547. 50 213, 026. 44 1, 133, 521. 06 706, 553. 49 
ie le a le ieee 24, 971. 13 1, 768. 28 23, 202. 85 9, 227. 99 
SUNN Boo dcwkeccccccsiscscdisiccss 16, 949. 39 5, 794. 42 11, 154. 97 14, 589. 13 
SE EE ee nee 114, 527. 48 57, 029. 07 57, 498. 41 59, 402, 82 

Liability other than auto (bodily in- 

RS SE a a. ae a 1, 686. 97 610, 82 1, 076. 15 1, 229. 32 
Auto, physical damage.-_...........--.- 9, 433, 375. 26 541, 325. 49 8, 892, 049. 77 5, 629, 063. 57 
Liability other than auto (physical 

NDAD, Sivcbilieine Seat liciciiedheate 19. 89 11. 02 8. 87 15. 44 
lis tick 5 bab addin Siete mmm sendion 115. 89 11.18 104. 71 93. 7: 
FREE GN GIB once cc nencncnccs 1, 235. 72 739. 63 496. 09 835. 67 

OE thes Ris tc Bib sino dah 13, 278, 737. 32 1, 193, 385. 76 12, 085, 351. 56 | 7, 602, 391. 46 

Premiums in Unearned 

force premiums 

is j | 

SI UE cinticnadiinamiammncindacnncneinancthinnne ipsa apamenieiaial $19, 867, 280. 47 $10, 914, 790. 45 
Less reinsurance ceded: 92 Cea 2 ee 
Eaweye-Geourity inemremes Oo..............6...6...6.........-.... 1, 064, 940. 31 550, 676. 16 
Northeastern Insurance Company of Hartford otml cei 4, 824, 198. 93 2, 424, 327. 96 
a ee eee eee 666, 600. 81 $21, 745. 17 
Other unauthorized reinsurance. -............-...-------- (is eee 32, 803. 10 15, 649. 70 
EE eahnnnas Sipieseraiieccie cia aacasedinaieeicaa alin die aneaniae-saabaiegnciae ae 6, 588, 543. 15 3, 312, 398. 99 
NO i ~ 13, 278, 737.32 ¥ 7, 602, 391. 46 





An inventory of the premiums in force at December 31, 1955, provided by the 
company’s office at Des Moines, Iowa, compared to the company’s books of ac- 
count, established the premiums in force at $13,278,737.32, or $33.82 less than 
was reported in the annual statement. The computation of the reserve for un- 
earned premiums of $7,602,391.46 reported by the company was completely 
checked by your examiners and found to be substantially correct. The reserve 
is established on a monthly pro rata basis with the necessary fractions applied 
to the net premiums in force. Premiums in force and unearned in connec- 
tion with intercompany pooling operations were established through concurrent 
examinations of this company and the Hawkeye-Security Insurance Co. 

The company includes both authorized and unauthorized reinsurance in its 
calculation of the unearned premium reserve. Net unearned premiums on un- 


authorized reinsurance amount to $15,649.70 and have been included as a liabil- 
ity in this report. 


Reinsurance and retention 


Both facultative and obligatory reinsurance are used by the company to limit 
its retentions. The company reports that the amount of insurance on any risk 
did not exceed $200,000 and that the net retention, before pooling, did not ex- 
ceed $50,000. 
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First surplus reinsurance agreements covering fire and allied lines and inland 
navigation were in effect during the period of this examination. The net re- 
tentions on such risks are pooled under agreement with the Hawkeye-Security 
Insurance Co. and Northeastern Insurance Company of Hartford. 

First and second excess catastrophe coverage on pool business on fire and 
allied lines, except inland marine, protects the 3 companies involved for 90 
percent of the excess over $150,000 retention up to $450,000 maximum liability 
assumed by the reinsurer. A third treaty covers inland marine excess of loss 
for 95 percent of ultimate net loss on any 1 risk over $5,000 retention, up to 
$71,250 on any 1 event, and $142,500 in any 1 calendar year. 

The company writes direct automobile business for physical damage only and 
retains the entire writings. An excess of loss treaty covers the excess over 
$10,000 retention up to $150,000 on any 1 event, but applies only to the compre- 
hensive endorsement portion of the policy and excludes collision coverage. 

Based on quota share treaties, the company assumes 50 percent of the auto- 
mobile business written by the Hawkeye-Security Insurance Co. and, since 
January 1, 1954, ceded the entire assumption to the Northeastern Insurance 
Company of Hartford. The terms of the two treaties are identical, which leaves 
the company without income or expense from this business, except for losses 
on business written prior to January 1, 1954, when the company retained half 
of the business now ceded to Northeastern. 





























Funds held by company under reinsurance treaties 

A balance of $7,540.31, which was verified by a certificate obtained direct from 
the depository, represented reinsurance balances payable to Lloyd’s of London, 
is retained by the company until the premiums are earned or losses, if any, are 
deducted in accordance with the contract. 


Amounts withheld or retained by company for account of others 


This liability, which was reported by the company as a debit balance of 
$35,927.11, is shown, for purposes of this report, as a credit balance of $68,372.89. 
Your examiners transferred a debit balance of $104,300 to Federal and foreign 
income tax, since it represented a loss carryback due from the Morris Plan 
Corporation of America. 

The amounts comprising the liability shown herein are listed as follows: 


Accounts payable, Hawkeye-Security Insurance Co___-__--___-____ $37, 223. 73 
Withholding taxes (7eGeral IMCOMC) .......n ncn cence. 8, 582. 30 
Withholding taxes (State and municipal)_..__._._____________ 884, 27 
Withheld from employees for purchase of United States savings 

I ccd ei ei nM ai cgi eich tae ea 96. 63 





Reserve for 15 percent contingent commission____-_.________.________ 21, 585. 96 























COS A TIIIET ccccensisseebeisioueis icissen ics esting ite. caged aalbctetcaae aa 68, 372. 89 
The balance due to Hawkeye-Security Insurance Co. of $37,223.73 is the 


4 maar 
company’s share of salaries and operating expenses for the month of December 
1955, determined on the basis of the net amount of premiums assumed and ceded 
between the two companies. 

The liability for contingent commission is an amount reserved by the board 
of directors for the payment of an annual bonus to officers and key employees. 
Those who are to receive the bonus are determined by the president of the 
company. The reserve is maintained through the annual appropriation of 15 
percent of the underwriting profit calculated as of September 30. 





Unearned premiums on reinsurance in unauthorized companies and reinsurance 
on paid and unpaid losses due from unauthorized companies less funds held 
In accordance with the practices of the department of banking and insurance 


of the State of New Jersey, a liability has been established by your examiners 
for reinsurance ceded to unauthorized companies as follows: 


TE RII, STN ii apna bien anne boned de neaaiaaaaed $15, 649. 70 
Reinsurance recoverable on paid losses___.._..._---------------__. 9, 630. 44 
Reinsurance recoverable on unpaid losses___...__.---_--__--___-_ 14, 115. 23 









Pe a ae Ne et nee ee SA SE Le Pe 39, 395. 37 
Less: Funds held by company for the account of such companies.__._. 7,540.31 





The same liability was included by the company in its annual statement. 
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Eacess of auto liability statutory reserve over case basis and loss expense 
reserves 


The excess of statutory reserve over the case basis and loss expense reserve, 
established by your examiners’ revision of the schedule P shown by the com- 
pany in its annual statement, is as follows: 


Auto liability 





60 percent Losses and 





Year of issue of earned loss expenses | Remainder 
premiums paid 
ia Da i ah hi ne BE, os MN rede ald $159, 412. 39 $122, 974. 81 $36, 437. 58 
Pi pcaomibteedh baticnnCsCredaeesoutakebu caveman iwosnabecaess: 5. 52 0 5. 52 
SN ath oc bdewadimst}ahiwskeahbhssi bina anedbeblawabaticken 254. 34 0 254. 34 
es paeicacchce ppeaione onimsabehgs eed edmenense : 159, 672. 25 122, 974. 81 | 36, 697. 44 





Loss and loss | Reserve greater; Remainder 














Year of issue expense esti- amount over case basis 
mates case basis 
aahy" 
Ph cans bin dude tats entiinsene Saakcalepaiaioanidiane . $27, 023 $36, 437. 58 $9, 414. 58 
DME hod. Lotubadniatenengeeseeneiecbeges oa sr 00 aaceaeep aa 0 5. 52 5. 52 
PE Aid i tadbectesa nldat iat hehe sedan adasiimmbucé -| 0 254. 34 | 254. 34 
attr T oa ee ee eT Tee ee eee 
al id ee | 27, 023. 00 36, 697. 44 9, 674. 44 





The company’s liability for this excess was $14,035.43 or $4,360.99 in excess 
uf the $9,674.44 established herein. 


SURPLUS AS REGARDS POLICYHOLDERS 


Capital and surplus paid in 


The company’s capital stock was purchased and contributions were made 
to surplus as follows: 











Paid in 
Number |_ Ds te tae pts El Total 

| of shares 

Capital | Surplus 

| 
Jan. 29, 1946.___.- iJ | 4, 000 $400, 000 | $850, 000.00 | $1, 250, 000. 00 
June 28, 1946_____- 5 : | 750, 000. 00 750, 000. 00 
Oct. 7, 1947 shes nies aces = a | 1,000, 000.00 | 1, 000, 000. 00 
Dec. 22, 1947_..__- os | 500, 000. 00 500, 000. 00 
May 28, 1948. , z | 1, 090, 000. 00 | 1, 000, 000. 00 

a onl 5 has mina nto’ 100,000 | —109, 000.00 | 
June 30, 1949_- ee > 200, 000.00 | 200, 000. 00 
July 31, 1949.-.....--.--- is: fot 480, 487. 25 | 480, 487. 25 
eg | Seer eekhids ie SN 761, 550. 00 | 761, 550. 00 
Jane.20, 1980........... is iin es Kee “i | 300, 000.00 | 300, 000. 00 

aa ; . 500, 000 — 500, 000. 00 | 
Dec. 29, 1952__- ; : : ‘ i 250, 000. 00 | 250, 000. 00 
Bete 55. bk a | 4,000 | 1,000,000 | 5, 492, 037. 25 6, 492, 037. 25 

| | 


Through an increase in the par value of the company’s stock from $125 to 
$250 per share, the company’s capital was increased from $500,000 to $1 million 
on December 6, 1950. All of the stock is owned by the National Industrial 
Credit Corp., except for nine directors’ qualifying shares. The latter corpora- 
tion is a wholly owned subsidiary of the Morris Plan Corporation of America, 
which in turn is controlled by the Equity Corp. 

The outstanding stock shares were verified at the offices of the company’s 
transfer agent, the Transfer General Corp., which is also wholly owned by the 
National Industrial Credit Corp. 
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Dividends to stockholders 


Each of the company’s 9 directors owns 1 share of stock, but they do not 
participate in the distribution of dividends. During the period under review, 
the company paid cash dividends of $350,000 to the National Industrial Credit 
Corp. Dividends for the years 1953 and 1954 were at the rate of $31.25 per 
share, and for 1955 at the rate of $25 per share. 


Unassigned funds (surplus) 


The surplus of the company at December 31, 1955, established as a result of 
this examination amounts to $2,033,338.32, and the surplus reported by the 
company in its annual statement was $1,858,056.23, or an increase of $175,282.09, 
which arises from the following changes made by your examiners: 


Surplus 


Decrease 





ASSETS 
Stocks _- aad é 7 abate ; $50, 556. 57 
Agents’ balances_-_- ‘ ‘ j ieee 7 
Reinsurance recoverable on loss payments_-__.........-.-------------- 155, 774. 08 


LIABILITIES | 
Losses... --- ‘ ie 126, 666. 71 
Loss adjustment expe nse_ ; * ; 7, 846.07 |_.--- 
Contingent commissions--- 7 3 “ Gra Coa | 20, 073. 02 
Other expenses. - ie : aa é L 140. 45 
Taxes, licenses, and fees_-_-__--_---- ack chee ‘ PO GOSOHh ccd. ens. Sue. 
Federal and fore sign income té 4xes__ , 104, 300.00 |___- . 
Amounts withheld or retained by Company for account of others__-_----- | -- : Saeed 104, 300. 00 
Excess of Auto Liability statutory reserve over case basis and loss expense | 
TOG i iste ces ‘ 7 wat | 4, 360. 99 | 
Total. ato : | "466, 204. 55 
Less decrease - - a bu Sob oe : AiG : 290, 922. 46 
Net increase in surplus_ - hie es 7 | 175, 282. 09 
| 





The following condensed schedule presents a reconciliation of surplus as re- 
gards policyholders from the date of the company’s organization, January 29, 
1946, to the date of this examination, December 31, 1955 


Gain from surplus contributions $5, 242, 037. 25 
Loss from underwriting 599. 85 
Gain from investments ; 201. 74 


Loss from underwriting and investments. 2, 428, 398.11 

Loss from Federal income taxes incurred 27, 745. 37 
Loss from dividends to stockholders 1, 588, 367. 43 
Gain from miscellaneous items 585, 811. 98 
Transferred from surplus to capital 600, 000. 00 
Transferred to capital from surplus —600, 000. 00 
Se 3, 458, 698. 98 


1, 783, 338. 32 





Jan. 29, 1946 Dee. 31, 1955 Increase 


——}j— Sadi 


Capital. Seenee $400, 000 |$1, 000,000.00 | $600, 000. 00 
Surplus caches eats Oi 850, 000 | 2,033, 338. 32 1, 183, 338. 3 32 
t 


ay Pe 


Total__. 


1, 250,00 | 3,088 338.2 1, 783, 338. 32 
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HISTORY AND ORGANIZATION 


Pursuant to the requirements of title 17, chapter 17, of the revised statutes 
of New Jersey, the certificate of incorporation of the Industrial Insurance (Co. 
was approved by the attorney general on January 21, 1946, recorded by the clerk 
of Hunterdon County, N. J., on January 22, 1946, and filed with department of 
banking and insurance on the same date. Subsequent amendments to the certi- 
ficate of incorporation were filed with the department of banking and insurance 
on January 30, 1946, November 25, 1946, October 25, 1948, December 6, 1950, 
January 26, 1951, September 26, 1951, and March 26, 1953. 

A certificate of change of location of the principal office was filed with the 
department of banking and insurance on December 13, 1951, providing for the 
statutory principal office location to be changed from 99 Capner Street, town- 
ship of Raritan, Hunterdon County, N’. J., to Heisel Studio, Milford-Mount Pleas- 
ant Road, township of Holland, Hunterdon County, N. J. The agent in charge 
upon whom process against the company may be served is George K. Large. 
The corporate existence of the company is of unlimited duration. 

The original authorized capital stock of $400,000 was increased to $500,000 by 
an amendment to the certificate of incorporation filed with the department of 
banking and insurance on October 25, 1948. By a further amendment to the 
certificate of incorporation, filed with the department of banking and insurance 
December 6, 1950, the capital stock was increased from $500,000 to $1,000,000 by 
changing the par value of the 4,000 shares of stock outstanding, from $125 to 
$250 per share. 

By an amendment to the certificate of incorporation, filed with the department 
of banking and insurance on March 26, 1953, the company is authorized to trans- 
act the kinds of insurance specified in paragraphs a, b, e, f, j, k, and 1 of section 
17:17-1 of the revised statutes of New York, as amended, or more specifically : 

(a) Against direct or indirect loss or damage to property, including loss of 
use or occupancy by fire, smoke; smudge; lightning; tempest on land, including 
windstorm, tornado and cyclone; earthwake; collapse of building; hail; frost 
or snow ; weather or climatic conditions, including excess or deficiency of mois- 
ture, flood, rain or drought, rising of the waters of the ocean or its tributaries; 
bombardment; invasion; insurrection; riot; civil war or commotion; military 
or usurped power; vandalism or malicious mischief; striking employees; explo- 
sion, whether fire ensues or not, except explosion of steam boilers and flywheels; 
and arising from the use of elevators, aircraft, automobiles or other vehicles; 
against loss or damage by insects or disease to farm crops or products and 
loss of rental value of land used in producing the crops or products. 

(b) Against any kinds of loss or damage to: Vessels, craft, aircraft, cars, auto- 
mobiles and vehicles of every kind, including all kinds of automobile and air- 
craft insurance (excepting insurance against loss by reason of bodily injury to 
the person), as well as all goods, freights, cargoes, merchandise, effects, dis- 
bursements, profits, moneys, bullion, precious stones, securities, choses in action, 
evidence of debt, valuable papers, bottomry and respondentia interests, and all 
other kinds of property and interests therein, in respect to, appertaining to or 
in connection with any and all risks or perils of navigation, transit, or trans- 
portation, including war risks, on or under any seas or other waters, on land or 
in the air, or while being assembled, packed, crated, baled, compressed or simi- 
larly prepared for shipment or while awaiting the same or during any delays, 
storage, transshipment or reshipment incident thereto, including marine build- 
er’s risk and all personal property floater risks, and to person or to property 
in connection with or appertaining to a marine, inland marine, transit or trans- 
portation insurance, including liability for loss of or damage to either, arising out 
of or in connection with the construction, repair, operation, maintenance or use 
of the subject matter of the insurance (but not including life insurance or 
surety bonds) but, except as herein specified not against loss by reason of bodily 
injury to the person. 

(e) Against loss or damage resulting from accident to or injury suffered by 
any person for which loss or damage the insured is liable, including, if the 
insured is a State or a political subdivision of a State or a municipal corporate 
instrumentality of one or more States, loss or damage resulting from accident 
to or injury suffered by any person for which loss or damage the insured would 
be liable if it were a private corporation. 

(f) Against damage to property of the insured or loss of life or damage to 
the person or property of others for which the insured is liable (including, if 
the insured is a State or a political subdivision of a State or a municipal cor- 
porate, instrumentality of one or more States, loss of life or damage to the per- 
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son or property of others for which the insured would be liable if it were a 
private corporation), caused by the explosion of steam boilers, pipes, engines, 
motors and machinery connected therewith or operated thereby. 

(j) Against loss or damage by burglary, theft, larcency, robbery, forgery, 
fraud, vandalism or malicious mischief, or any one or more of such hazards; and 
against any and all kinds of loss or destruction of or damage to moneys, secu- 
rities, currencies, scrip, coins, bullion, bonds, notes, drafts, acceptances of 
drafts, bills of exchange and other valuable papers or documents, except while 
in the custody or possession of and being transported by a carrier for hire or in 
the mail; and against loss or damage to automobiles and aircraft by burglary, 
larcency, or theft, vandalism or malicious mischief, confiscation or wrongful 
conversion, disposal or concealment, whether held under conditional sale con- 
tract or subject to chattel mortgages, or otherwise, or any one or more of such 
hazards. 

(k) Against loss or damage to glass, including lettering and ornamentation 
thereon, and the frame in which the glass is set resulting from breakage of the 
insured glass. 

(1) Against loss or damage by water or other fluid to any goods or premises 
arising from the breaking or leakage of sprinklers, pumps, or other apparatus 
erected for extinguishing fires, or of other conduits or containers, or by water 
entering through leaks or openings in buildings, and of water pipes and against 
accidental injury to such sprinklers, pumps, conduits, containers, water pipes 
and other apparatus; including loss of use or occupancy of the property so 
damaged. 


At December 31, 1955, the company was authorized to transact business in the 
following States and the District of Columbia: 


Colorado Maryland North Dakota 
Connecticut Massachusetts Ohio 
Delaware Michigan Pennsylvania 
Florida Minnesota Rhode Island 
Illinois Missouri South Dakota 
Indiana Nebraska Vermont 
Iowa New Hampshire Virginia 
Kansas New Jersey West Virginia 
Kentucky New Mexico Wisconsin 
Maine New York Wyoming 


The power to make, amend, alter and repeal bylaws is conferred upon the 
board of directors, however, such bylaws may be amended, altered or repealed 
by the stockholders. The board of directors may appoint an executive committee 
from among its members to exercise the powers of the board of directors in the 
management of the business during the intervals between meetings of the direc- 
tors, and the board made use of this privilege until May 6, 1953, when the 
executive committee then existing was dissolved by the board. The bylaws of 
the company state that the board of directors shall be not less than 3 nor more 
than 9 in number and that the members shall be elected annually by the stock- 
holders. At a meeting of the stockholders held on April 11, 1955, the following 
were elected directors and were continuing to serve as such at December 31, 1955: 


Residence | Committee 


William L. Cobb 6816 Del Matro, Des Moines, Iowa 

R. Sherrard Elliott, Jr 40 Woodland Ave., Bronxville, N. Y 

Page Muley s....62-<-ds .| 330 Island Rd., Palm Beach, Fla | Investment. 
Ellery C, Huntington, Jr 537 Middlesex Rd., Darien, Conn De 
Edward A. McQuade..._-...--- 162 East 80th St., New Y ork City 

David M. Milton | Lake Wales, Fla____.....__- 

George Olmsted. ......- = heen 139-37th St., Des Moines, Iowa 

Webster B. Todd Far Hills, N. J 

Allen Whitfield 752 524 St., Des Mounes, Iowa 
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The officers of the company at the examination date are listed herewith: 


President: George Olmsted 
Executive vice president: Wililam L. Cobb 
Vice president and secretary: K. P. Anderson 
Vice president and assistant secretary: K. L. Crittenden 
Vice presidents : 

G. E. Allen 

R. 8S. Elliott, Jr. 

P. F. McAniff 

F. W. Strouce 

R. F. Knudsen 

Forrest Doyle 
Treasurer: J. P. Christianson 
Assistant secretaries : 

R. C. Collins 

D. M. Ellithorne 

Paul Risher 
Assistant treasurers : 

J.J. Schomp 

H. C. Thurman 

C. S. Miller 

Cc. T. Van de Walle 


The company is covered under insurance policies in favor of the affiliated 
insurance companies by a brokers blanket bond with limits of $300,000 covering 
loss through dishonest act, larceny, robbery, burglary, holdup, theft, or other 
fraudulent means ; comprehensive liability with $100,000/$300,000 limits for bodily 
injury and $25,000 for property damage; workmen’s compensation and employ- 
ers’ liability insurance; and adequate fire insurance with extended coverage 
endorsements. 

The company provided retirement benefits for its officers and employees effec- 
tive May 8, 1952, with past service credits to those then employed by the com- 
pany to January 1, 1948. The benefits were provided through the equity group 
amended employee retirement plan, which is managed by an administrative com- 
mittee appointed by the board of directors of the Equity Corp. and contributions 
are paid to the Chase National Bank of the city of New York as trustee. By 
resolution of the board of directors of the Industrial Insurance Co. on April 7, 
1953, the employees of the company located in the New York office were included 
in the plan. 

CONCUSION 


The examination was conducted at the home office of the Hawkeye-Security 
Insurance Co., 1017 Walnut Street, Des Moines, Iowa, and the Industrial Insur- 
ance Co.’s executive and branch underwriting office at 103 Park Avenue, New 
York, N. Y. 

The undersigned examiners participated in this examination and were as- 
sisted by Harold E. Phipps, William B. O’Malley, Herschel Swanson, and Robert 
S. DeHoet, examiners from the insurance department of the State of Iowa. 

Acknowledgment is made of the cooperation of the officers and employees of 
the company during the course of the examination. 

Respectfully submitted. 

THOMAS A. REED, 
Examiner II, New Jersey Department of Banking and Insurance, Repre- 
resenting Zone 1, National Association of Insurance Commissioners. 
W. RuSSELL Scort, 
Eveaminer, Insurance Department, Commonwealth of Pennsylvania, 
Representing Zone 2, National Association of Insurance Commis- 
sioners. 
W. M. SHEEHAN, 
Insurance Department, State of Iowa, Representing Zone 4, National As- 
sociation of Insurance Commisioners. 
Ross M. EDDINGTON, 
Examiner, Insurance Department, State of Wyoming, Representing 
Zone 5, National Association of Insurance Commissioners. 
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INDUSTRIAL INSURANCE Co., 
Des Moines, Iowa, May 1, 1957. 
Hon. A. 8S. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
The Senate Office Building, Washington, D. C. 

DeaR SENATOR MONRONEY: Supplementing our letter of April 24 we wish to 
advise that we are now in a position to reply to questions 1 and 4 of supple- 
mental interrogatory 2 which was enclosed with your letter of April 16. 

Question 1 requested a list of our total direct-collision premiums written in 
New York State for each year, 1950—56, inclusive. 

These premium writings are as follows: 


DOO St cn dibicdtons GOs, 540: 85 | 1004212 os 751, 726. 51 
SOOIGG boss Lo LS 449, 406.25 |. 10060 ae 896, 048. 10 
te eR SI Se. OSES S65, SOO OF 7 2000 loi. 2 Ak 558, 245. 37 
OD platoons cx getnscs eos aenonense 1, 170, 996. 96 


Question 4 requests us to submit any statistical data which we have sub- 
mitted to any State insurance authority showing our collision writings by class 
for any year 1950—56 or part thereof. 

At the conclusion of each calendar year we file our annual statement with the 
insurance department of each State in which we are authorized to do business. 
This annual statement gives a complete summary of our operations and includes 
the operating results by line of business but not by class. 

The statistical data which are filed on our behalf for the purpose of rate in- 
creases or decreases are filed by the National Automobile Underwriters Associa- 
tion. 

We do not file any other statistical data with the various insurance depart- 
ments. However, in connection with the reclassification survey we have fur- 
nished some of the insurance departments with the results of the survey, but in 
many of the States this information was accumulated by their own examiners. 
If “statistical data” refers to the special reports in connection with the survey 
we will upon request furnish you copies of the special reports made to several 
insurance departments in connection with these surveys. 

Respectfully submitted. 
W. L. Cops. 


May 16, 1957. 
Mr. W. L. Coss, 
Executive Vice President, 
Industrial Insurance Co., Des Moines, Iowa. 

DEAR Mr. Coss: Thank you very much for your letters of April 24 and May 1 
in reply to the subcommittee’s recent interrogatory. We very much appreciate 
your prompt attention to these matters. 

We note in the last paragraph of your letter of May 1 your offer to send upon 
request certain special reports containing statistical data requested by and 
furnished to several insurance departments. We would appreciate your sending 
us this data. 

Also, we would very much appreciate your letting us know what progress you 
have made in reclassification in those States for which you announced such 
programs at the time of our recent hearings. These include Florida, Indiana, 
Iowa, Minnesota, Nebraska, New Mexico, Wisconsin, Illinois, the District of 
Columbia, and, of course, any others that may have renewed their efforts in 
this matter. 

We would very much appreciate your forwarding such data to us so that we 
might be able to further determine the extent of misclassification. 

Sincerely yours, 
A. S. MrKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 
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INDUSTRIAL INSURANCE Co., 
Des Moines, Iowa, May 21, 1957. 
Hon. A. S. Mrxe Monroney, 
Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR Monroney: In accordance with your request of May 16 we are 
enclosing herewith photostatic copies of special reports containing statistical 
data which were requested and furnished to the insurance departments of the 
States of Kansas, Missouri, New Jersey, and New York. 

In reply to paragraph 3 of your letter of May 16 we will in the following 
paragraphs review the status of our survey to date: 

Florida: While the Florida survey is not complete as of this date, we have 
thus far found 34 risks written at class 2 rates. Survey letters have been mailed 
to 11 insureds. Three replies have been received, and two refunds have been 
made in the total amount of $59. 

Indiana: Here we have 170 risks written at class 2 rates, 136 survey letters 
have been mailed from which mailing we have received 54 replies. It has been 
determined this far that 25 insureds were entitled to refunds of $643.89 which 
amount has been refunded. 

Iowa: A review of our Iowa business revealed that all risks were classified 
correctly. 

Illinois: This survey has been made under the supervision of examiners of the 
State of Illinois. Out of approximately 8,000 risks reviewed it was found that 
it was necessary to survey 4,518 risks. Replies have been received from 1,632 
insureds resulting in refund checks being issued to 1,185 people amounting to 
$13,057.02. 

Minnesota: Only four risks in Minnesota were written and all were classified 
correctly. 

Nebraska: No Nebraska risks were written. A review revealed that through 
coding errors a small amount of business had been shown as Nebraska. 

New Mexico: No New Mexico risks were written. A review revealed that 
through coding errors a small amount of business had been shown as New Mexico. 

Wisconsin : 18 cases were reviewed, 14 survey letters mailed, 3 replies received, 
and 1 return premium amounting to $6.54 was refunded. 

District of Columbia: 71 risks were classified as class 2; 33 survey letters 
were mailed to policyholders wherein it was not definitely established that the 
risk was properly classified. We have thus far received 5 replies resulting in 2 
refunds amounting to $68.13. 

We have previously furnished you with reports regarding the other States in 
which we do business. 


Respectfully submitted. 
W. L. Coss. 


SEPTEMBER 20, 1956. 
Mr. FRANK SULLIVAN, 
Commissioner of Insurance, Insurance Department, State of Kansas, 
Topeka, Kans. 
(Attention: Mr. Dan M. Welty.) 

GENTLEMEN : I am glad to be able to advise you that our financed automobile 
collision premium survey is completed insofar as Kansas is concerned with the 
possible exception of such replies to our letters as may yet be received. These 
should be few. 

Answering your February 29, 1954, letter, I now submit responses to your 
paragraphs A, B, C, D, and E, as follows: 

Number of policyholders in Kansas shown on our June 30, 1955, in force run 166. 

These were written in class I, 54; in class II, 91; in class III, 21. 

In making the classification check we sent out 56 letters and received 15 
replies. Checks have been mailed in the 10 instances for a total amount of 
$333.30. 

If there is any further information you desire I will be glad to furnish it to 
you. 

Yours very truly, 
Grorce BE. ALLEN, Vice President. 


SS sss Sse ea 


Ss ed 


T 
T 
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SEPTEMBER 12, 1956. 
Mr. C. LAWRENCE LEGGETT, 
Superintendent of Insurance, State of Missouri, Division of Insurance, 
Jefferson City, Mo. 
(Attention: Mr. W. O. Owen, chief rater.) 


Dear Srz: A month ago I wrote you advising that about this time I would send 
you a communication answering questions (@) (0), (c), (d@), and (e€), con- 
tained in your letter of March 16, 1956, and I should like now to send you these 
advices. The response to each is as follows: 

(a) Private passenger car in force risks shown on our June 30, 1955, run 
total 700. 

(b) These risks were classified for collision insurance as follows: 


UO, Diipecrnn coatecetresen adares mater atten ai eee oo se oe ae seca acento ao sdesaeaaion dean ccstaneaea aacime 257 
RI Bh cee ii chante econ iednientsgp sapsceiioin wali ss 'scdivie pace atlantida saelabaiegia telecine 394 
CG Th iiiicetcdin haat ta sts nec pa nic ccatatiadin nites ataelloaectaa ists dhekaccbiddntiip oedema ae 49 


(c) Questionnaires were mailed to 188 assureds. 

(d@) Replies were received from 98 assureds. 

(e) Thirty-four checks have been mailed at this writing for a total amount 
of $816.01. 

I trust this gives the desired information and hope that we have carried 
out this task to the satisfaction of the Missouri Insurance Department. 

Yours very truly, 
Georce R, ALLEN, Vice President, 


May 15, 1956. 
Re New Jersey “in force’ runs as of June 30, 1955, classification review. 
Mr. C. H. BAKER, 
Acting Chief Examiner, New Jersey Department, Banking and Insurance, 
Newark, N. J. 
Dear Mr. BAKER: The figures you requested concerning the New Jersey run 
came down to me early today and I list them below in accordance with our 
understanding: 


Transaction Premium 


TE Be nh dau doa cack eabieeuaegn wba sas enngninaadentatedueaion 2, 640 $286, 868. 96 
Transactions after July 1, 1955, listed in error_................-....-.-.----..-- 1, 260 153, 941. 92 
Se I I Finis bak ssn seek csnicickcisssieebnecbces 1, 380 132, 727. 04 
OO i is qihca sein nee sda hh Ss as ofc eat tbs Sa al aa 10, 502 1, 322, 229. 12 
Transactions after July 1, 1955, listed in error_......................-..--.---- 1, 447 207, 067. 41 
SG I nie detitiinincandcsnctbonsaetaiibpianianenubaden 9,055 | 1,115, 161.71 
I: IR Bid Ae oii cha Wadbdibkeen bepduinesscdkeetesduphbteewaarekud 323 39, 218. 06 
Transaction after July 1, 1955, listed im error............--.-...------...----- 105 13, 880. 06 
Ee ee ee eR a eos ah 5 Ce 218 25, 338. 00 


We advised you that the letters sent out totaled 3,920 and the photostatic 
copy of our memo record which I sent you May 14 breaks down the replies. 
Yours very truly, 
GEORGE B. ALLEN, Vice President, 
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May 9, 1956. 
Re classification review financed physical damage automobile. 


Mr. Jack LAVANHAR, 
Supervising Examiner, 
Fire and Marine Section, 
New York Insurance Department, 
New York, N. Y. 

Dear Mr. LAVANHAR: I am returning your letter of Aprjl 20 with the requested 
answers noted thereon. 

In accordance with our verbal understanding, this letter is being sent you by 
messenger. 


Yours very truly, 
GrorGcE E. ALLEN, Vice President. 





STATE OF NEw YORK, INSURANCE DEPARTMENT, 
New York, April 20, 1956. 
Re financed automobile collision premiums. 


Mr. GEORGE OLMSTED, 
President, Industrial Insurance Co., 
Des Moines, Iowa 


Dear Mr. OLMstEeD: With respect to the action being taken by your company, 
in accordance with the resolution adopted by the National Association of In- 
surance Commissioners at its December 1955 meeting, to check the classification 
of financed automobile premiums and to refund overcharges to assureds, where 
justified on the basis of replies to questionnaires, kindly furnish the following 
information regarding the progress made in regard to New York policyholders: 

1. Policies in force June 30, 1955: 


| 
| 
| 
| 
! 
| 
| 
| 


Numberin | Premiums 











| force | in force 
bbe ks or tas no 2,074 | 179,445.41 
Class 2 wbnials ss 14,435 | 1, 535, 426. 29 
ie aE Ea a peace 237 | | 28, 715.25 
Total____- bein. Sit cad ae 16,746 | 1,743, 586. 95 


2. Policies written from July 1, 1955, to date company was receiving rating 
forms on each and every policy : 


| Number of Premiums 


| policies written 
written 
IE eile art heenewnnvsarinwinnne-nenedinecdanede--cconenn-courenpichasorie| 1,953 | 204, 591. 63 
a acess Ne cochgslteihalincis ode nn’ 0s 6 Geen ecjedes nl ven cosine 3, 089 | 396, 579. 13 
A 5 Bes i) oe ea oe ees 155 | 20, 710. 00 


a a i prea 6,197 | 621, 880. 76 





3. At what date was the new procedure requiring rating forms for all policies 
effected ?—February 1, 1956. 

4. How many questionnaires on class 2 rated policies does the company expect 
to mail and by what date does it expect to complete its mailing ?—About 13,500; 
June 15, 1956. 

5. Total number of questionnaires mailed to date and the aggregate amount 
of premiums on the policies involved—as of April 30, 1956, inclusive, 5,450 ques- 
tionnaires mailed ; $764,846.47. 

6. Total number of questionnaires returned to the company as of the same date 
and the aggregate amount of premiums involved—1,916 replies returned as of 
April 30, 1956; $268,458.41. 

7. Total number and amount of refunds paid as of the same date—220 checks 
mailed; amounted to $5,847.39. 
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“on is requested that the above information be submitted not later than May 7, 
1956. 
Very truly yours, 
LEFFERT Hotz, 
Superintendent of Insurance. 
By JAcK LAVANHAR, 
Supervising Examiner, Fire and Marine Section, Property Bureau. 


STATE OF NEW YoRK, INSURANCE DEPARTMENT, 
New York, June 26, 1956. 
Re financed automobile collision premiums. 
Mr. GEorGE E. ALLEN, 
Vice President, Industrial Insurance Co., New York, N. Y. 

Dear Sir: Kindly furnish the following information relative to the progress 
made to July 1, 1956, in refunding overcharges of financed automobile collision 
premiums to policyholders in the State of New York: 

1. Number of questionnaires mailed and premiums involved. 

2. Number of questionnaires returned and premiums involved. 

3. Number of questionnaires returned where premium charges were correct 
and amount of premiums thereof. 

4. Number of questionnaires returned where refund was due and amount of 
premiums refunded. 

5. Number of questionnaires not delivered by post office, and followup proce- 
dures in regard thereto. 

6. Have all questionnaires been mailed and if not by what date does the com- 
pany expect to complete mailings? 

It is requested that the above information be submitted not later than July 15, 
1956. 

Very truly yours, 
LEFFERT HOLz, 
Superintendent of Insurance. 
By Jack LAVANHAR, 
Supervising Examiner-Fire and Marine Section, Property Bureau. 


JULY 12, 1956. 
Re classification review financed physical damage automobile. 
Mr. JAcK LAVANHAR, 
Supervising Examiner, Fire and Marine Section Property Bureau, 
State of New York, Insurance Department, New York, N. Y. 

DeaR Mr. LAVANHAR: In response to your inquiry of June 26, 1956, I answer 
below your questions 1 to 6, inclusive: 

1. Number of questionnaires mailed—S8,166. Premiums involved—$1,182,570.43. 

2. Number of questionnaires returned—4,595. Premiums involved—$544,877.08 

3. Number of questionnaires returned where premium charges were correct— 
2,286. Amount of premiums thereof—$259,028.99. 

4. Number of questionnaires returned where refund was due—2,309. Amount 
of premium refunded—$58,059.77. 

5. Number of questionnaires not delivered by post office—S0. Followup pro- 
cedure in regard thereto. Still trying to get better address through banks. 

6. Have all questionnaires been mailed and if not by what date does the com- 
pany expect to complete mailings? Mailing complete except for missing dailies 
and we are continuously locating these. 

I trust that the above information as submitted is in accordance with your 
request. 

Yours very truly, 
GrorscE B. ALLEN, Vice President. 
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May 27, 1957. 
Mr. W. L. Coss, 
Ezecutive Vice President, Industrial Insurance Co., 
Des Moines, Iowa. 
Dear Mr. Coss: This will acknowledge receipt of your letter of May 21. 
We appreciate your prompt action in this regard. 
Very truly yours, 
A. 8. MIKE MoNRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


Senator Monroney. The next witness is Mr. H. L, Van Horn, presi- 
dent of Cavalier Insurance Co. 

Mr. Van Horn, would you come forward, please. We are glad to 
have you appear, Mr. Van Horn. 

Would you please state your name ? 

Mr. Van Horn. Henry L. Van Horn. 

Senator Monroney. Do you solemnly swear that the testimony you 
are about to give in this hearing shall be the truth, the whole truth, 
and nothing but the truth, so help you God ? 

Mr. Van Horn. I do. 

Senator Monronry. You have a statement we did not know about 
yet. We are glad to have you use it. Although it is contrary to the 
rules of the Senate, which we can waive, we will permit the statement 
to be read into the record. 


TESTIMONY OF HENRY L. VAN HORN, PRESIDENT, CALVERT FIRE 
INSURANCE CO. AND CAVALIER INSURANCE CORP. 


Mr. Van Horn. I appreciate that, Senator. I might explain that 


I was in New York for the last 3 days attending some very important 
meetings of the National Underwriting Association, and we weren’t 
certain whether it was advisable to prepare a statement or just answer 
questions. 

Last night we decided it was advisable to prepare a statement, which 
we worked on. 

Wearesorry. ShallI read my statement? 

Senator Monroney. Yes, sir; please. 

Mr. Van Horn. First, I want to state most definitely and unequivo- 
cally that any misclassification of collision insurance risks as may 
have been made in policies issued by either Calvert or Cavalier hap- 
pened without the knowledge of the responsible management of the 
companies. 

The unsupported statements heretofore made that the companies 
knew of the misclassification does not make that the fact. 

Actually, the automobile physical damage risks assumed by Calvert 
and Cavalier are not underwritten on any individual selective basis, 
as is done by most other insurance companies. The companies write 
all risks submitted without question. In fact, we do not know of 
the risks on which we are liable usually until several weeks after 
liability has been incurred or has become effective. 

The reason for this is simple. When a dealer sells a car on time 
it is necessary to have the insurance effective immediately from the 
moment of sale, to protect the purchaser, the dealer, and the financ- 
ing institution. To accomplish this the company has executed and filed 
in the various States master policies under which it agrees to issue 
individual policies and to insure all automobiles sold on time from the 
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moment of sale where the time-payment paper is sold to certain financ- 
ing institutions. Since we insure every risk submitted, and must do 
so, there is no need for the usual skilled underwriting personnel 
with a responsible position in the management of the company. There- 
fore an unusual number of Class II risks would not be at all signifi- 
cant to our personnel, mostly girls, who compute premiums on the poli- 
cies. 

None of the accounting data normally compiled by insurance com- 
panies and none of the statistical reporting required of insurance 
companies would reveal the working of the collision class plan. The 
accounting and financial data that would come to the attention of the 
reeponsae management of the company would not reflect any details 
with respect to classification. 

Needless to say, the element of human error cannot be avoided 
entirely. We do not deny that in some few instances, which to our 
best recollection were less than a dozen out of several thousand poli- 
cies, Hooper Holmes Reports were secured and through clerical in- 
advertence were filed with the underwriting file without the classifi- 
cation being changed as was indicated by the report. 

As a matter of fact, I would like to paraphrase there. I was very 
much surprised that any emphasis was put upon that, because the 
examiner who made that examination recalled these few items, and I 
think in his own mind knew they were merely clerical errors, and there 
were less than a dozen out of a thousand he examined, and to attach 
any significance to it, in my opinion, is wrong. 

These few isolated cases that were brought to our attention were 
immediately adjusted. 


EXTENT OF MISCLASSIFICATION 


It has been rather glibly stated before this committee, without any 
foundation in fact whatsoever, that misclassification of collision risks 
began with the establishment of the classification rating plan in 1950. 

It is our considered opinion that this is not so. 

During 1950, 1951, 1952, and the greater part of 1953, there were 
only 2 classes, namely, those under 25 and those over 25. The differ- 
ence in cost between the 2 classes was only about 10 percent. The 
plan was relatively simple and there were no complaints of misclassifi- 
cation during that period. In August 1953, a 3-class plan came into 
existence followed very shortly in May 1954 by a 5-class plan, which 
was further refined in December 1954. 

We think that the development of the multiple and complicated 
rating plan was mainly responsible for any breakdown which may 
have occurred, particularly since under all of these revisions the man- 
ual rules filed with the various State insurance departments did not 
require a rating information statement with respect to the highest 
rated class. 

OUR IMMEDIATE VERIFICATION PROGRAM 


Misclassification does not now exist. This is more than substan- 
tiated by our 1956 statistics which show 66.11 percent of our policies 
in Class I, 28.96 percent in Class II, and 4.93 percent in other classes. 

Our present practice is substantially a refinement of the immediate 
verification program that we initiated voluntarily in December 1954. 
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As indicated in our letter of March 14, 1957, we began to write 
verification letters to Class II policyholders as policies were issued. 
This work was not started on a nationwide basis all at once. The 
program began in December 1954 and was gradually expanded so that 
by the late summer of 1955 we were writing such verification letters 
on all Class IT policies requested. 

Our letter of March 14, 1957, details briefly the various refine- 
ments that were instituted, including the use of a rating-information 
statement that contained Class II even though that was not then re- 
quired under the rating rules on file in the various States. We there- 
fore are not here recounting this story, but we would like to state that 
this verification program tremendously increased the burden of work 
on our already overworked forces resulting in a substantial expansion 
of our personnel. 

As we pointed out to the committee in our letter of March 14, 1957, 
the total adjustment figures furnished the committee included ad- 
justments made as a result of this immediate verification program. 
There is no way of segregating these amounts immediately adjusted 
from the refunds made as a result of our general circularization herein- 
after mentioned. 

I say there is no way. The only way you could do it would be by 
a manual review of the individual policies. There is no way of obtain- 
ing that statistically. 


OUR CIRCULARIZATION PROGRAM 


By the summer of 1955 we were satisfied that we should go back 
and circularize all of our Class If policyholders who had not replied 
to any previous inquiry, as well as all others to whom no inquiry had 
been addressed and as to whom we had no rating-information state- 

ment since under the rating rules rating- information statements 
were not required in connection with Class II risks. 

We visualized that this was a tremendous program since it in- 
volved the examination of several hundred thousand files, the filling 
in, addressing, and mailing of what turned out to be initially approx- 
imately 180.000 letters, all ‘of w hich, of course, had to be done without 
completely disrupting the normal day-to-day work of the company on 
top of which we had already loaded our immediate verification pro- 
gram. 

It took about a month to plan the program and by the middle of 
September it was well under way. This, of course, was not something 
that could be done easily or quickly. We found it necessar y to secure 
outside stenographic services for the folding, stuffing, sealing, stamp- 
ing, and mailing in addition to our employing for evening and over- 
time work more than 200 clerks and typists to fill in form letters, 
address envelopes, etc. It took us until past the end of the year 1955 
to complete this herculean effort. 

We would also like to point out to the committee that during this 
period of time in which we were doing the voluntary general cire ‘ulari- 
zation, on top of the added immediate verification program, beginning 
in October 1955, our regular triennial zone convention examination 
was begun. 

All of this circularization was done using form letters submitted 
with our letter of March 14, 1957. 
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These two general circularizations to determine the correctness of 
information intially given us, plus the immediate verification pro- 
gram, represented much more than a full compliance with the NAIC 
resolution adopted in December 1955, to which reference has already 
been made in these hearings. We undertook this program on a coun- 
trywide basis voluntarily and as promptly as possible. Accordingly, 
when we embarked upon it we were not so much concerned with the 
niceties of record keeping by State since we contemplated doing a 
complete job. 

CONCLUSION 


We had no knowledge of the possible existence of any misclassifica- 
tion prior to its discovery toward the end of 1954. When it came to 
light we immediately began an investigation, we instituted a verifica- 
tion program embodying action not then required by any insurance 
department, we voluntarily undertook a circularization of all our 
policyholders. 

Senator Monronry. Thank you, Mr, Van Horn. 

Mr. Busby. 

Mr. Buspy. Mr. Van Horn, a few general questions. 

Calvert is a wholly owned subsidiary of Commercial Credit Co. 
of Baltimore; is that correct ? 

Mr. Van Horn. Yes, sir. 

Mr. Buspy. And its sister company is Cavalier? 

Mr. Van Horn. That is right. 

Mr. Bussy. Cavalier Fire Insurance Co. ? 

Mr. Van Horn. Cavalier Insurance Corp., I believe is the correct 
name. 

Mr. Bussy. And another sister is Cavalier Life Insurance Co. ? 

Mr. Van Horn. That is right. 

Mr. Bussy. Now for the purpose of the record, let us get it straight 
why you have Cavalier and Calvert. Cavalier just writes in Texas; 
is that correct ? 

Mr. Van Horn. I might go into the history of that a little bit. 

Mr. Bussy. Just briefly, sir. 

Mr. Van Horn. Cavalier Insurance Corp. was at one time a run- 
ning mate of another casualty company which Commercial Credit 
owned. It was sort of allowed to become inactive. Then along about 
1951, or I believe the year 1952, it became evident that there was a 
general program of licensing dealers in various States, and let deal- 
ers write casualty renewal business. We reactivated Cavalier Insur- 
ance Corp. to take care of that possible need. 

Now the need never developed, but we reactivated Cavalier for that 
purpose, and then in order to have some business in Cavalier, and for 
some other reasons, we decided to write substantially all of the busi- 
ness in the State of Texas in Cavalier. 

Mr. Buspy. That is written through an agency system; is that cor- 
rect ; or does it operate just like Calvert ? 

Mr. Van Horn. In Texas, where the bulk of the business is written 
now, it operates substantially the same as Calvert. 

Mr. Bussy. Through auto dealers? 

Mr. Van Horn. That is right. But it was reactivated for another 
purpose, which never developed. 
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Mr. Bussy. Now, in some States your auto dealers cannot act as 
agents; isn’t that correct ? 

Mr. Van Horn. That is true. 

Mr. Bussy. And in that event you have regular agencies in those 
States ¢ 

Mr. Van Horn. Well, we never developed that program, so that is 
academic, anyway. We had it if they insisted upon it, and there were 
a few dealers that did become agents, and we licensed them, but we 
didn’t write it. As you can tell from the business that we wrote in 
States outside of Texas, it is a very negligible amount of business in 
Cavalier. 

Mr. Bussy. Incidentally, where you have a dealer as an agent, does 
he get a commission for the sale of the insurance? 

Mr. Van Horn. Where he is licensed as an agent, he is entitled to a 
commission. 

Mr. Bussy. The commission is ordinarily 25 percent ? 

Mr. Van Horn. Well, it varies with the type of business and with 
the loss ratio. Twenty-five percent is very common with many com- 
panies. 

Mr. Bussy. There are only about 4 or 5 States that require that 
they not be agents ? 

Mr. Van Horn. Ohio has taken a very strong position against the 
licensing of dealers. I believe Michigan has, and there may be some 
others. 

Mr. Busby. New York is one of those. 

Mr. Van Horn. Correct. 

Mr. Bussey. Therefore, most of your business is written right 
through the dealer—or through a dealer who is not an agent? 

Mr. Van Horn. That is correct. 

Mr. Bussy. Then—— 

Mr. Van Horn. That applies to both companies. 

Mr. Buspy. This dealer, does he get a commission ? 

Mr. Van Horn. No, sir; not from Calvert or Cavalier. 

Mr. Bussy. He gets no commission ¢ 

Mr. Van Horn. He is not licensed, and does not get a commission. 

Senator Monroney. Does he get anything for bookkeeping or office 
services / 

Mr. Van Horn. No, sir. Our companies pay no money for any 
services of that kind. 

Mr. Busy. I see. 

Mr. Van Horn. Now, I would like to explain: We do have a counter- 
signing agent who is a licensed agent who countersigns the policies in 
order to comply with the laws of the several States, and we pay him a 
countersigning fee. 

Mr. Bussy. Which is about 3 percent ? 

Mr. Van Horn. Well, it varies with the volume and with the State 
laws. 

Mr. Bussy. Now, we wrote letters, sir, containing an interrogatory. 
Point 1 was: 





Please state the total number of collision insurance policies which your com 
pany issued in each year 1950 through 1955, inclusive, by State. 
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Mr. Van Horn. Yes, sir. kg a 
Mr. BusBy. Your reply to that question is: 


For the years 1950, 1951, and 1952, our companies maintained no record of the 
collision policies written by State. For the years 1953 and 1954 we compiled 
such a record, but for a purpose totally unrelated to collision classification ; 
namely, to determine the relationship between frequency of loss and total 
policies issued. Since this data has become obsolete the information requested 
in our interrogatory No. 1 is furnished on schedule A only with respect to the 
years 1955 and 1956. 


In other words, you had this information, but you determined that 
the committee wouldn’t be interested in it because it was obsolete? 

Mr. Van Horn. Well, it was secured for a purpose merely penen 
to classification. Part of it may have been destroyed when they too 
it off. 

Mr. Bussy. Would it be much of a job to get us that? It is com- 
piled, is it not ? 

Mr. Van Horn. If it hasn’t been destroyed as obsolete, 1 wouldn’t 
know. 

Senator Monroney. March 4 he still possessed this. 

Senator Payne. You say it was compiled for the purposes of classi- 
fication ? 

Mr. Van Horn. No, it was not compiled for the purposes of classi- 
fication. It was totally unrelated to classification. It was compiled 
for the purpose of getting experience the offices incurred to the melden 
issued. 

Senator MonroNey. But it would have shown the classification ? 

Mr. Bussy. No, the total number. 

Mr. Van Horn. It is merely the total number of collision policies, 
and it does not give any classification data at all. 

Mr. Bussy. I think it might be helpful for the record if you still 
have that in your possession to submit that to the committee. 

Mr. Van Horn. We will submit whatever is available. 

Mr. Bussy. Question 2 was: 


Please state the number of collision insurance policies your company issved 
in classes I, II, and III in each year 1950 and 1955, inclusive, by State. 


Your answer to that was: 


With respect to the years 1950, 1951, 1952, and 1953, no information was com 
piled as to the number of collision policies written in each collision’ class, 
either by State or in total, either currently or subsequently. With respect to 
the year 1954, statistics were compiled at the request of certain States, and in 
connection with surveys hereinafter mentioned. For the year 1955, statistics 
requested by you were compiled routinely and are submitted. While you do 
not request the data for 1956 we have it and are submitting it in schedule A as 


_ = it evidences the successful results of the program hereinafter out- 
ned. 


As I understand this, you do have statistics by class, by State, on 
certain States ¢ 

Mr. Van Horn. We do. We submitted such data to a number of the 
States who requested it. 

Mr. Bussy. But you felt that—— 

Mr. Van Horn. It was not complete. 

Mr. Bussy. And you felt the committee should not have this? 


Mr. Van Horn. No, it was simply a question of not having com- 
plete statistics, 
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Mr. Bussy. Since you didn’t have the 48 States you didn’t want to 
send for part of the States ? 

Mr. Van Horn. That is correct. 

Mr. Bussy. Even though in our letter we say, “Please do not delay 
the forwarding of any part of it because of the unavailability of any 
other part”? 

Mr. Van Horn. I would like to say one thing, though: It seems to 
me that there is too much emphasis placed upon any ratios of any 
individual State. Conceivably, a company could have a 95 percent 
ratio in a particular State and be entirely correct, so that the ratios 
in themselves are not significant. For example, here is a Georgia 
traffic accident fact edition, published by the Department of Public 
Safety in the interest of traffic safety, and this statement says that 55.6 
percent of the licensed drivers in the State of Georgia are under 24 
years of age. 

Now, if that is true, if we happen to be writing business around an 
Army camp in Georgia where we get a lot of under-24-year-drivers, we 
could have 70 percent, and it would not be at all significant. 

Mr. Bussy. Well, we have the percentages and can get the percent- 
ages by State. 

Mr. Van Horn. Of the licensed drivers. 

Mr. Bussy. Yes, from the NAUA. If we could get your figures 
on these various States we could perhaps make a determination of the 
differential between what you have put in Class II and what the State 
averages are. 

Mr. Van Dorn. But it wouldn’t mean anything. 

Mr. Bussy. Well, sir, I just wonder if you would submit to the 
committee the figures which you have for the various States? 

Mr. Van Horn. We would be glad to submit to you any information 
which we have. 

Senator Monroney. I think it would be very helpful to have those 
studies, because it was on the basis of this type of study that this 
whole refund program was begun in the Southwest of the United 
States. They noticed that these companies were out of line, far out 
of line, on the numbers of classified in Class II as against the national 
averages. 

Mr. Van Horn. Well, you say that they noticed that. Did they 
have statistics ? 

Senator Monroney. Apparently they did have some statistics from 
the companies. 

Mr. Van Horn. I disagree there. I don’t believe they could pos- 
sibly have had any statistics. 

Senator Monroney. I think they did, because Commissioner White- 
sides, I believe in the hearings in Texas, testified to the fact of what 
some of these statistics were, and as a result of the examination that 
he had been on with I believe it was Service Fire. 

Mr. Bussy. Well, we have national statistics on the thing sub- 
mitted by your rating bureau, the NAUA. 

Mr. cae Horn. Well, when you get it down to individual State 
levels, or smaller, any experience becomes less credible. 

Senator Monronry. You mean your loss ratios, safety. 

Mr. Van Horn. No; I mean any experience or any data that you 
have becomes less credible because it covers a lesser number of risks 
and situations could arise—for example, we write, and I use this 
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merely as an example, we have possibly a very limited amount. of busi- 
ness in the State of Arizona, which is not a highly populated State 
anyway. If we happen to have an active dealer in Phoenix who is 
near an Army camp and he was selling a lot of cars to boys in the 
Army camp, we could conceivably have a very high ratio of class IT 
and it would be entirely correct, so that any figures you see on State 
level ratios are insignificant. And, if I may say, Senator, I believe 
that the reason that the State of Texas found that there was mis- 
classification was by going out not on the basis of statistics, but by 
going out into the individual offices of the finance companies and 
others and determining and looking at the individual risks and saying, 
well, here is one that 1s 30 years old, it is very unlikely that he has a 
male or female driver at that time under 25, and he was put in Class 
II. That is the way it was determined. 

Senator Monroney. He didn’t have that much, I believe, from the 
individual examination, because at the time this all happened they 
had found that in the studies and investigation of some of the big 
companies they were showing enormous misclassification in Class II 
which was to these examiners patently out of line. 

Mr. Van Horn. You say that they have statistics; where did they 
secure those statistics ? 

Senator Monronry. From the records of the companies in the 
periodic examination of the company, Inspector Whitesides, is that not 
a fact ¢ 

Mr. Bussy. He went to New York—I believe that was where he 
found the differential. 

Senator Monronry. And that is why we hoped there was some way 
statistically we could get a breakdown State by State. 

As I understand it, you can give it to us for certain States. 

Mr. Van Horn. Yes. 

Senator Monroney. And you are explaining there are some States 
where it is up and down; we know that; some of them may be 70, 60, 
50, varying on the degree of nearness to Army bases, or the number of 
children in families; they vary from State to State. But it would cer- 
tainly give some indication of what we have been looking for as to 
the general level of the Class I and Class II through those years 1950 
to 1955. 

Mr. Van Horn. Well, we have nothing, of course, prior to 1954. 
We never compiled it and we have nothing. We have never at any 
time compiled that. 

Senator Monronery. Well, these others will help us back as far as 
1954. 

Mr. Van Horn. Just for the State of Georgia, for example, if our 
business represented a cross section of the population we would then 
conceivably have at least 55 percent in Class IT. 

Mr. Bussy. Now, what is your figure there, that 55 percent of the 
cars are 

Mr. Van Horn. Of the licensed drivers. 

Mr. Buspy. Of the licensed drivers. In other words, if a family 
had 2 or 3 children betwen the age of 20 and 25, this would figure 
into the higher 

Mr. Van Horn. Between the driving age, which in this case, I 
think, is 15 or 16. 

Mr. Bussy. But that would only represent 1 car and 1 policy. 
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Mr. Van Horn. That is right. Of course, it is true there may be 
several children, so that would destroy the percentage some. 

Senator Monroney. Or a young man and his wife. That would 
be 2 drivers probably to 1 car for that case. 

Mr. Van Horn. You also have the situation then of the older 
people who have young drivers so that that would increase the per- 
centage. 

Ali I am trying to say is that the percentages in themselves are not 
significant. The only way, in our business, to determine whether 
you are doing a direct job or not is to take the individual risk, and 
that, of course, is what we did not do because we don’t do it as a matter 
of practice from an underwriting standpoint. That is why we did 
not discover this until the Texas department called it to our attention 
in the fall of 1954. 

Mr. Bussy. Well, perhaps with your qualifications, these statistics 
would be of value to the subcommittee, and I talked to Mr. Ireton, 
your attorney, the other day, and he suggested penhape that he could 
have them ready at thistime. Do you have them here ¢ 

Mr. Van Horn. No; I do not have them here. It was a question 
of going through our files and finding out for what States we com- 
piled it and checking our other records, and I did not have time to do 
it. I was not around Baltimore, as a matter of fact. 

Mr. Bussy. You made these runs at the request of the States after 
the misclassification came up. Then you made runs by class for these 
States in reply to the commissioner’s other questions. 

Mr. Van Horn. Yes, sir. And during the examination a State 
representative in the zone might want information, and they went to 
our staff department and got the information, or had it run. 

Mr. Bussy. Incidentally, one other question. The Commissioner 
of Washington, D. C., yesterday stated that you have recently come 
out with a report—that a zone examination report has recently come 
out; is that correct ? 

Mr. Van Horn. I wouldn’t say “recently.” I think that was filed 
and became a public document in September or October 1956. 

Mr. Bussy. Would you submit to us a copy of that report? 

Mr. Van Horn. I would be glad to. 

Senator Monroney. Does that show the classification totals in 
there ? 

Mr. Van Horn. It shows what they considered the reserve that 
should be set up to provide for any refunds as of December 31, 1955, 
that were unpaid. The department, inasmuch as the examination 
was made as of December 31, 1955, the balance sheet had to provide 
for any refunds that would have been paid in 1956, and they set up a 
reserve on that basis. 

Senator Monroney. It would cover only the years 1955 and 1956, 
and, of course, you had changed your method of making sure they 
were properly classified from 1955 on. So it wouldn’t necessarily 
show the degree of misclassification that existed before. 

Mr. Van Horn. No, it was their estimate. 

Senator Monroney. There never was any way to get that through 
the regular examination by State officials, was there ? 

Mr. VAN Horn. No, sir. 
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Senator Monronry. Do you think it would be a good idea for the 
States to examine as to the percentage of these classifications to avoid 
a recurrence of this in the future ? 

Mr. Van Horn. Would you state that question again, sir? 

Senator Monronry. Do you think—since the examiners, in going 
over the insurance companies, have never made it a part of their 
policy to look at the percentage of classifications—do you think it 
would be a good idea if in the future the examinations would pro- 
vide for spot checks or tab runs showing the statistics, so then the 
insurance company could prove by its own tab runs to the public and 
to insurance authorities and everybody else just where they stood in 
relationship to the national average on classification ? 

Mr. Van Horn. I think that probably will be included. However, 
I think that they will approach it in a little different way. 

Senator Monroney. Well, I would like to know because there are 
so many intricacies in this insurance business we have found that 
statistically you have to be almost an expert. 

Mr. Van Horn. I think they will approach it from the standpoint 
of verifying the premium charged by a test check of the individual 
policies on the basis of the data that is available and if all data isn’t 
available they will ask that such data be secured. In other words, 
they will actually take the rate manual and determine the premium 
that should have been charged. I think that will probably ts a part 
of the regular examination procedure. 

Senator Monroney. Then the people can look for some degree of 
protection against overcharging such as has occurred ? 

Mr. VanHorn. I think so; yes, indeed. 

Senator Monroney. Do you agree with the statement that there is 
a possibility that $25 million of overcharges has been made, the esti- 
mate of Mr. Whitesides, and the statement of the better business bu- 
reau that that might even be a conservative figure ? 

Mr. Van Horn. It is extremely difficult for me to say, or for me to 
put very much substance in the $25 million estimate. Service Fire 
is one of the largest writers. We are probably the second or third 
largest writer of this type of insurance—other than Motors, of 
course—and I know our company has made a very conscientious effort 
to develop this information and to correct any error that may have 
existed, and you have the amountof refunds that we made. 

I just can’t put much credit or feel there is very much merit to 
that estimate. 

Senator Monroney. Your refunds that we have tabulated and 
which you have probably seen, we have listed them as 93,000 replies 
from policyholders, 93,905, and a total of $2,273,809. 

Now from your letter would you say those are all refunds? 

You give us three figures as related to that. I am merely trying 
to identify our figures with yours. You show the number of reclassifi- 
cations in the second column, and the amount of refunds, and you still 
show some for 1956. Although those are small, I wonder if they were 
adjustments on policies still being erroneously classified after the 
changeover in the program had been made? 

Mr. Van Horn. I think that the bulk of the 1956 items would pos- 
cibly be January and February items, before we started the appending 
program, the program of appending insurance and not writing it 
unless we had what we considered completely accurate statements. 
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That was the immediate verification program. We made, and I think 
we have a right to distinguish between a program which contemplates 
the verification of the data which you receive on a current basis as 
against a correction of somethng that has been allowed to exist. 

Senator Monronry. But I am trying, under the general category, 
to find the cutoff there of the refunds, so to speak, not as to the cor- 
rections that were taking place to keep your system working better. 
Would you say that most of that $2,273,000 represented refunds in 
that you had to go back to refund policies previously written ? 

Mr. Van Horn. It is quite a difficult thing for me to estimate that, 
because I feel, obviously, the 1953 and 1954 policy year was the result 
of the circularization program, with the exc eption of the few items 
that might have been part of the immediate verification program in 
December 1954, but that is relatively small, so I think we could reason- 
ably say that for the policy year 1953 and policy year 1954 it was a 
correction of items incorrectly classified. 

Now the question on 1955 is how much of that could result from 
our immediate verification program and how much from circulariza- 
tion, and an estimate was given, I believe by my associate, of $600,000, 
and I expect that is just. as good an estimate as I could make. I 
wouldn’t know. 

Senator Monroney. About half that, you think, of the 1955, and 
then 1956 would have no bearing whatsoever on your refund program. 
You are merely trying to prevent these overcharges from occ urring in 
the future ? 

Mr. Van Horn. Yes. 

Senator Monroney. You could keep on doing that, which is a very 
laudable thing to do, but it doesn’t mean you are giving any money 
back to the people. 

Mr. Van Horn. We are doing that. We will do that as long as 
this rating program is in force. 

Senator Monroney. I think that it is fine you are doing that, but 
we want to get the figures straight. So we would say that, roughly, the 
actual amount of refunds by ¢ Calvert Fire Insurance Co. would be in 
the neighborhood of $124,854 that you show for the 1953 policy year, 
$759,761 for the policy year 1954, and half of the policy year 1955, 
which would be, roughly, $600,000. 

You think that would be a proper estimate of what you have re- 
turned to the policyholders overcharged ? 

Mr. Van Horn. I think so. 

Senator Monroney. Which would bring you to around one million 
and a half dollars, is that right ? 

Mr. Van Horyn. I would think so. 

Senator Monroney. So the actual refunds would probably be re- 
duced by a percentage that we have recorded here. Also, then, the 
replies from policyholders would likewise be reduced, would they 
not ? 

Mr. Van Horn. Yes; I think we classified the replies in total. 

Mr. Bussy. The replies in total, sir? 

Mr. Van Horn. Well, we attempted. 

Senator Monroney. Well, what we have got is number of 

Mr. Van Horn. On schedule B—no, we didn’t classify the replies 
because we didn’t keep those replies, the statistics. 
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Senator Monroney. Well, the original letters, you didn’t have any 
list of those at all. Could you find these, I mean the numbers of 
letters sent? Could you give us that, just the number, State by State? 

Mr. Van Horn. Apparently that is 

Senator Monroney. Then you sent out a lot more in the fourth 
quarter of 1955. 

Mr. Van Horn. You see in the fourth quarter of 1955 we sent out 
every item, every policy that came out, so we know how many letters 
we sent out because we know how many policies were issued. 

Senator Monronrey. Those were verification letters to see the new 
policy was being written at the right rate. 

Mr. Van Horn. Yes. 

Senator Monronery. They have nothing to do with the refunds we 
are talking about. Nor did the “Z” letter. But the one letter that did 
have to do with it, and most companies have furnished it, was the 
original letter telling people they might be entitled to an adjustment 
in the rates. 

Mr. Van Horn. You are asking for the number by States? 

Senator Monroney. I think it would help, because this number of 
93,000 has no relationship to what we are primarily interested in, 
how much money has gone back to the insurance policyholder for 
overcharges. 

The claim has been made that $25 million was mulcted from the 
public by these misclassifications. We are trying to reconstruct, as 
much as we can, how much you fellows have refunded. You are 
smaller than Service Fire, you say, and if the amount that you have 
refunded is more than the amount that Service has refunded, maybe 
then Service has not been as diligent as you, or maybe they didn’t 
have as many misclassifications as you did, or something. 

Mr. Van Horn. I don’t know anything about that. The point I 
am making here is, of the 187,000 letters we sent out in the fall of 
1955, we did not attempt to keep a record by State. We did a com- 
plete job at that time. We went right through our files and pulled 
out every policy that was in force covering the period, with due con- 
sideration given to the rating laws. We didn’t attempt to count those 
letters by States. We simply referred them to the typist who typed 
up the form letter, and it was mailed. 

Senator Monroney. But there was a total of 187,000 that went out 
in that first mailing? 

Mr. Van Horn. Yes. 

Senator Monroney. And the amount of refunds that came in from 
those two is shown there, as well, which approximates about half 
of the total number of refunds that you paid back as a result of those 
letters. Now I believe you have the copies attached to the letters 
that you used, have you not? 

Mr. Van Horn. Yes, sir. I would like to make this statement: We 
did not keep a record of those by States, nor did we keep a record of 
the replies by States. 

Senator Monronry. Well, by the numerical part of the letters, but 
you did keep a record of the money that was refunded by States? 

Mr. Van Horn. Oh, yes. 

Senator Monronry. You have the copies of your forms that you 
used. The first one is marked “A.” That was used in the 180,000 
circularization ; is that correct? 
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Mr. Van Horn. That is right. 

Senator Monroney. In every State. You made no distinction in 
States. And you didn’t even talk to the insurance commissioner; you 
just went ahead and wrote these out. 

Mr. Van Horn. That is correct. 


Senator Monroney. They didn’t have to approve the letter; you 
didn’t ask them anything about it. 


Calvert Fire Insurance Co., administrative office, First National Bank Build- 
ing, Baltimore 2, Md., letter A identified, used in first general circularization for 
initial verification program. 

DEAR POLICYHOLDER: To assist us in checking the premium to be charged for 
the insurance on your car, please give us the following information. Date of 
birth, et cetera, list of names of drivers under 25; state which persons listed 
in No. 2 are married ; name the driver under age 25 who is the owner or principal 
operator; indicate use of automobile, business purpose. driving to and from, not 
used in working. Has operator under 25 successfully completed driver-educa- 
tion courses? If so, attach completion certificate by school official. 

7. State whether your occupation in farmer, rancher, or clergyman. 

Kindly return this letter after filling out information in statement below. In 
the event we do rot hear from you within 30 days, we will assume that the 
the premiums shown in the policy are correct. 

Now that is for the verification of whether they had been properly 
rated or not. 

Mr. Van Horn. That was the original letter; yes. 

Senator Monroney. Now, there is nothing in there that indicates 
in any way, shape, or form that anybody had even been entitled to a 
lower rate, as most of these letters stated, w: as there? If they filled 
them out, sent them in to you, then you did give them a new rate and 
they got a refund; is that correct? 

Mr. Van Horn. That is correct. 

Senator Monroney. There is nothing in here that says that it might 
even indicate a higher rate if they sent them. Don’t you think it was 
a bit vague? 

Mr. Van Horn. I think we afterward determined that. 

Senator Monroney. This is the letter that w ent to 180,000, and on 
which half of the refunds finally did come in; is that correct? This 
was the letter written in 1954? 

Mr. Van Horn. This was written in 1954 and was for the first circu- 
larization, but I don’t know that you can say half of the refunds were 
because of this letter. I don’t think that is significant. 

Senator Monroney. Then you sent A letters in the fourth quarter of 
1955. Was that the same letter? 

Mr. Van Horn. That is right. 

Senator arene y. I just don’t read anything into this letter that 
would indicate at all to me as a policyholder that I might have been 
overcharged, iia I might be entitled to refund, or I might be en- 
titled even toa lower rate. There is nothing whatever in this notifica- 
tion of 180,000 letters that would compel me to know what this was 
all about, excepting that the insurance company wanted to know what 
my classification was. It was the company’s intent to provide for re- 
funds on this, or just to find out how many people would come back 
with a letter and show you their verific ation of their classification 2 

Mr. Vax Horn. Well, of course, we wanted to give the policyholder 
the opportunity to give us any information that would indicate that 
our original rating on that policy was incorrect. Now, had we placed 
in there. as we subsequently did. some reference to a possible refund, 
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there was always the possibility that people would make incorrect 
statements because of the holdout of some promise of a refund. Now 
that is a dilemma that you get into in a situation of this kind. 

Senator Monroney. But these weren’t sent out, were they, sir, until 
1956, the H letter? That was after all this thing was pretty well over 
and beyond, and the returns that you give us here show that there 
wasn’t much came in after that time. In 1956 there were only 101,061. 

Mr. Van Horn. The policy year is being confused with calendar- 
year refunds. We refunded approximately $900,000 in 1955 on the 
calendar year 1955, segregated between all policy years, and the differ- 
ence between $900, ‘000 and $2,273,000 is ~ at we did in 1956 for all 
policyholders as a result of our second circulation, and any who failed 
to reply to the original 4 letter. 

Senator Monroney. So, on the H letter, it would be by—— 

Mr. Van Horn. $1, O73. 000. 

Senator Monroney. I thought we deducted $600,000 from the figure 
because it was in relationship to overcharges that were not made when 
the new policies were being written. 

Mr. Van Horn. Let us not confuse calendar-year refunds with 
policy years. The information that you have in the schedules shows 
the payments made by policy year, not calendar year. It is on the 
year in which the policy y became effective, and we refunded as a result 
of both our verification program and our circulation program about 
$900,000 in 1955, calendar year 1955, and if you deduct that amount 
from the total refunds of $2,273,000 you get about $1,373,000, which 
was refunded during calendar year 1956, as a result of both verifica- 
tion and circulation programs. 

Senator Monroney. But I don’t think we are getting into the clear- 
cut figures when the verification program merely prevents you from 
continuing an overcharge on policies misclassified. There is no re- 
fund there. We haven’t been going into that with any of the com- 
panies. 

You told me there was at least $600,000 less if we are talking about 
actual money that goes back to the man: now, whether it is calendar 
year or pelicy year, the actual amount of the refunds made by you, 
apparently were in the neighborhood of one million and a half. 

Mr. Van Horn. I would say as a result of circularization; that is 

right. ; 

Senator Monroney. Then the circularization of the first letter at 
least brought in perh: it you sent it out in 1954, which would prob- 
ably be for the policy year 1953, would it not, that would be the near- 
est—and you brought in pee o12 24,854 out of that 180,000. In 1954 
was that letter still pulling that big money in? 

Mr. Van Horn. I think we are talking about two different things. 

If I could make a schedule breaking down the policy year figures— 
what you would have to do, and I don’t have these figures, is, I would 
have to take the $124,000, see how much was paid in 1956, and how 
much was paid in 1955, each of these years, and then it would clearly 
set it forth, do you see? 

Senator Monronry. Would you supply those to us? 

Mr. Van Horn. I would be glad to. 

Senator Monroney. In other words, we don’t think we have had 
quite a clear-cut reporting on exactly what would distinguish between 
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refunds that you owed prior to the time that you changed over when 
you circularized and sent these letters out State by State. 

Senator THurmonp. With reference to this letter that was sent 
out 

Mr. Van Horn. Yes, sir; you are talking about what letter? 

Senator Monroney. Letter A. 

Senator Tuurmonp. It is designated as letter A. 

Mr. Van Horn. Yes, sir. 

Senator THurmonp. Don’t you think it would have been clearer 
to the policyholder if you had stated in this letter that he might be 
entitled to a preferred rate if he met certain conditions? 

Mr. Van Horn. That is possibly true. 

Senator Tuvurmonp. The average fellow gets a letter like this, and 

‘throws it in the wastebasket unless there is something to attract his 
attention. 

Don’t you think if you had done something like that that you 
would have gotten a larger response and consequently would have 
refunded to the policyholders a larger amount than you did? 

Mr. Van Horn. Well, I doubt the latter because we recircularized 
so much of that with the subsequent type letter. Much of it was 
done a second time, not all of it, it is true. 

Senator Tuurmonp. The policyholders who were entitled to a re- 
fund but failed to apply because they didn’t understand this letter, 
or it failed to attract their attention, have been denied the refund. 

Mr. Van Horn. If they didn’t receive a second letter from us which 
did refer to refunds. 

Senator THurmonp. And that money that would have been re- 
funded to such people is really not the money of your company; is 
it? It belongs to them; doesn’t it? 

Mr. Van Horn. We consider that to be so. 

Senator Tuurmonp. That is their money. 

Have you set aside any portion of your funds in a trust fund to pay 
these people if and when they do establish that they are entitled to it? 

Mr. Van Horn. No,sir. 

Senator THurmonp. Do you intend to do that? 

Mr. Van Horn. We feel that the program that we have pursued 
of giving every opportunity to the policyholders not only by the A 
letters but by the subsequent letters, is complete today, and that nothing 
would be gained except a lot of expense by the company in doing 
anything further. 

Senator Tuurmonp. Did your company really desire that these 
people have these refunds, or did they prefer that they not apply for 
them ? 

Mr. Van Horn. When we discovered that there were possible er- 
rors in the progrma in December, 1954, it was my determination and 
determination of my associates to refund any money that was due to 
any policyholder, and we stood ready at all times to do that, and we 
stand ready today to do that. We don’t want any money that doesn’t 
belong to us. 

Senator THurmonp. Do you plan to circularize your policyholders 
again who did not apply for refund and explain this situation so 
plainly that they can’t misinterpret it, to give them a further op- 
portunity ? 

Mr. Van Horn. I don’t think so. 
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Senator THurmonp. You don’t plan to do anything further ? 
Mr. Van Horn. No, sir. 
Senator Tuurmonp. Even though a great many of them may be and 

probably are entitled to a refund ? 

Mr. Van Horn. I doubt that. I think that we have received— 
because they have been given several opportunities, there has been so 
much publicity throughout the newspapers to this whole situation that 
I can’t conceive of a policyholder who can read and learns of this not 
feeling that he had a chance to get a little money back that he wouldn’t 
take it. This has been spread across the newspapers time after time, 
and we have given them not only one opportunity but in many cases 
two opportunities. 

Senator Monroney. Well, it certainly wasn’t spread in the news- 
papers here in Washington, D. C., the Nation’s Capital, because the 
Insurance Commissioner was as quiet.as a mouse about it. He kept it 
from being a matter of his official activity, and you would think in 
the Nation’s Capital at least people would be well informed on it. 

It was in the trade press. It was given a lot of publicity there, but 
it didn’t affect the average person who was overcharged. 

Mr. Van Horn. Well, it was in the Baltimore papers. I am sure 
it must have made some of the Washington papers. I don’t recall 
particularly, but it was in many papers. 

Senator THurmMonpb. You wouldn’t object to it if the insurance com- 
missioner of a State sent out a letter himself informing these people 
who have not applied for refunds that they may be entitled to it; 
vould you? 

Mr. Van Horn. Notatall. There were | or 2 States that preferred 
to do it that way. 

Senator THurmonp. And you would cooperate with the insurance 
commissioners and furnish them the names of the additional policy- 
holders who have not applied for refund ; would you not? 

Mr. Van Horn. Yes; absolutely. We did that wherever it was re- 
quested. 

Senator Monroney. The letter that you referred to later, that was 
the H letter; was it not? 

Mr. Van Horn. Yes, sir. 

Senator Monronry. That was the one that was sent out on what 
date ? 

Mr. Van Horn. The release letter was sent out on all of the re- 
circularization in 1956. 

Senator Monroney. That went to the 180,000 plus the new policy- 
holders; is that correct? 

Mr. Van Horn. 180,000 I believe was the first letter. 

Senator Monronry. The first letter. But if that list was used 
together with the new policyholders, then that would be about what 
you would have; wouldn’t you? 

Mr. Van Horn. No; because we had replies to a great many. 

Senator Monronry. Less the replies. You deducted that and 
that was it ? 

Mr. Van Horn. Yes. 

Senator Monroney. That letter I would like to read for the record: 

DeaR POLICYHOLDER: It has been discovered on certain policies written 
through this company an error may have occurred in the classification of your 
risk. In order to determine whether or not a refund is due you on the policy 
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show above will you immediately answer all of the inquiries below? If an 
error in the classification is found with reference to your policy, a proper ad- 
justment will be made. In no event will there be any increase in the insurance 
cbarge on your policy. Please supply the following information, and return to us 
immediately; these answers must be given as of the date your policy was issued. 

Therefore, you did announce in your letter a refund, in your letter 
that went out at the later date,.and those were the letters that brought 
in, as you said, about $600,000; is that correct? 

Mr. Van Horn. I would think so. 

Senator Monroney. Now, as far as you know, you think you have 
returned all money that was improperly taken from the policyholders, 
or as near as you can ? 

Mr. Van Horn. I believe so, from any practical standpoint. 

Senator Monroney. Your position, I think, is the same as some of 
these other companies in the fact that if they didn’t prove themselves 
innocent of having children under 25 they were deemed to have youth- 
ful drivers; is that not correct, up until the time that this whole thing 
was discovered ? 

Mr. Van Horn. Yes, the rating plan, the rating form, did not in- 
clude any Class II data until February 1, 1956, and if the informa- 
tion was not submitted—and I would like to point out there that had we 
classified one of these as I or IIT without a rating form we were guilty 
of rebate. Has that been brought out ? 

Senator Monroney. It was brought out yesterday, sir. So they 
didn’t classify them as I and III unless they proved otherwise. 

But on at least a million and a half dollars’ worth of premiums that 

rou charged they were overcharged. Which is worst, rebating and 
letting a few get L with the lesser amount, or overcharging the people 
by a million and a half on these others ? 

Mr. Van Horn. We regret both. 

Senator Monroney. It is your duty to protect the company, and 
you had this policy—which I can’t admit it can be shrugged off by say- 
ing girls made the error. If there was an error it was in the company 
ms saying unless they prove otherwise they are going to pay the 
higher rate. 

You have reversed that now to pay back $114 million. 

Mr. Van Horn. What we said in that statement, sir, was the fact 
that girls were rating the policies— 

Senator Monronry. That was on the dailies and on the Hooper- 
Holmes. I can understand that. I thought you made a very good 
point in answer to the Massachusetts insurance commissioner. 

But we are talking about this broad wholesale scale that at least 
you and Calvert and everybody else admits now must be wrong be- 
cause you are making some degree of restitution on it, but the policy 
of the company saying unless you proved otherwise was the thing 
that caused this gross misclassification, wasn’t it? 

Mr. Van Horn. No; I do not believe so. I think it was the situa- 
tion. If we understand the way the transaction arises, a purchaser 
goes into an automobile dealer, makes a deal there to buy a car, and 
finance it, and doesn’t have insurance, and so the insurance is in- 
cluded in the rate. That note is sold to the finance company, and they 
request the insurance. We relied upon the information that was 
coming from those automobile dealers through the finance company 
and rated it accordingly. 
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Senator Monronry. But you are not operating under the finance 
company charter. You are operating as an insurance company, and 
if we are going to allow every finance operator to fix the insurance cost, 
then don’t you think that the insurance company itself ought to go 
back as you now have done to verify those things? 

Mr. Van Horn. If our foresight had been as good as our hindsight 
on that we would have done so; yes; there is no doubt about it; but 
we did not realize that there were errors of that kind going to creep 
into it. 

Senator Monronry. Didn’t you even know that your company 
was going up by leaps and bounds in profits—business was never so 
good : as when this 30 percent differential was giving a lot of these com- 
panies—we haven't got the figures for yours—about 80 or 90 percent 
of their risks in the high Class I1 / 

Mr. Van Horn. The profits on the business—the insurance profits 
go in cycles, and all companies during the years, those years that you 
speak of, enjoying profits. Right now we are in the other side of the 

cle, as evidenced by the reports that came out last year. The profits, 
emasietn or the loss ratio, isn’t significant when you get down toa 
situation of this kind. 

Senator Payne. Why isn’t it, Mr. Van Horn? Why isn’t the loss 
ratio to premium significant / 

Mr. Van Horn. It is based upon earned premiums, sir, and where 
you write a 3-year policy you only earn approximately whatever the 
pro rata portion in the year is, so you would have to segregate any 
overcharge that might have oc curred back to follow the earned pre- 
mium and not the premiums written, you see. 

Senator Payne. Is your ratio of reserve set up on the same per- 
centage for both Class I and Class IT? 

Mr. Van Horn. The earned premium reserve is set up on the total 
premium. 

Senator Payne. On the total premium ? 

Mr. Van Horne. Yes. 

Senator Payne. Now, do you at all in the conduct of the business 
determine at any given point whether or not your reserves are adequate 
to provide for the claims that may be filed? 

Mr. Van Horn. Oh, yes. Now, that is different from the earned 
premium. 

Senator Payne. Well, I am talking about claim reserves. How 
are they set up? 

Mr. Van Horn. Claim reserves are set up on the basis of individual 
claims filed, presented, and unpaid, and an estimate of the amount of 
loss that is likely to be paid. 

Senator Payne. In other words, the reserve isn’t set up until the 
claim is filed ? 

Mr. Van Horn. Until the claim is reported. 

Senator Payne. Until the claim is reported. 

Mr. Van Horn. But we have an automatic reserve for claims we 
don’t know anything about yet. 

Senator Payne, Is that a percentage? 

Mr. Van Horn. It is b oan upon the developments which we regu- 
larly secure of the number of claims that are reported after the month 
end in which the statement is made. In other w ords, as of Decem- 
ber 31—we do this for each month in the year—we determine how 
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many claims in January, February, March, and for 6 months there- 
after might have been incurred prior to December 31, and we have a 
dev elopment of those figures, and when you relate that to the premium 
in force and determine what we need as the premiums in force flue- 
tuate. 

Senator Payne. Now, do you relate those claims in any way to a 
particular class involved ? 

Mr. Van Horn. No. 

Senator Payne. You never refer to class at all? 

Mr. Van Horn. No. 

Senator Payne. In other words, do you relate your total claims 
on a yearly basis to your total premiums at all? 

Mr. Van Horn. No. 

Senator Payne. You don’t? 

Mr. Van Horn. No. 

Senator Payne. I am seeking information here. 

Mr. Van Horn. No. Yousee, let us take thisexample. You write 
a policy in July, and assume for easy figuring that it is July 1. It 
is written for 3 years, for a $300 premium. At December 31 of the 
first year it has earned one-sixth of the $300, or $50, and that goes into 
the income of the company—the $50, and not the $300—and against 
that you might have a loss or you may not, of course, but your ‘losses 
are related to the calendar year in which you earn the premiums. 

Senator Payne. Well, do you relate your earned premiums as to 
ratio of loss at any time? Do you analyze that? 

Mr. Van Horn. The loss ratio is the relationship between the 
earned premiums and the incurred losses. 

Senator Payne. Right. 

Mr. Van ae That is correct. 

Senator Payne. All right. Now, if your net to earned premiums 
af.er deducting em shows a remarkable increase, do you go back of 
that to try to analyze for your own information as to why that 
occurs ¢ 

Mr. Van Horn. Well, if there is an insurance profit, we are pretty 
well satisfied with it. If it would show the reverse, we would prob 
ably break the information out and determine where the premiums 

came from, and whether particular dealerships—or in the event of 
agency writing companies, they would determine what agencies were 
dev eloping a higher than normal loss ratio. 

Senator Payne. Well, then, you do develop a reasonably accurate 
statistical bit of information in the comp: ny, don’t you ? 

Mr. Van Horn. Yes, we have statistical information on the dealer- 
ship experience, but that is regardless of class: we don’t concern our- 
selves with the class on that because it is unimportant. 

Senator Payne. For mstance, on your balance sheet when you get 
through with your operations at the end of the year, I can’t just be lieve 
that you take, for instance—and I coud be wrong—I just can’t believe 
that you take, for instance, in your investments in Governments, in 
stocks and bonds of other operations that show appreciation, that you 
don’t look beyond the figures of your balance sheet to know exactly 
where that appreciation has occurred? Don’t you? 

Mr. Van Horn. You are speaking now with respect to investments ? 

Senator Payne. Taking your balance sheet, now. 
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Mr. Van Horn. Oh, yes, we analyze the results of the company in 
which we purchase stock. 

Senator Paynz. In other words, you want to know where your 
up-and-down trends have occurred that have resulted in either an in- 
crease or a decrease in the value of the asset that you hold ¢ 

Mr. Van Horn. Yes. 

Senator Payne. Now, you also make an analysis of your surplus, 
don’t you? If your surplus shows a remarkable gain, you in turn ana- 
lyze all of the elements that go to make up that increase in the surplus ? 

Mr. Van Horn. To anextent we make analyses ; sure. 

Senator Paynn. All right. Now, if your history on your coverage 
on collision over a period of years has reflected a normal adjustment 
in your surplus account, leaving out your other activities—investments 
and so forth—and suddenly you get a 2-year run of a sharp increase 
in that surplus, aren’t you interested in looking into it to see what 

causes that ? 

Mr. Van Horn. Yes. We undoubtedly would come to the conclu- 
sion that the rates which were developed by the National Automobile 
Underwriters Association were developing a favorable trend which 
would soon be taken into consideration in the rate structure, and i 
would come down. 

Senator Payne. Did you ever analyze, or do you have oceasion to 
analyze, what so-called stock line companies that aren’t involved—we 
will say, in financing—are experiencing on a comparable basis ¢ 

Mr. Van Horn. Yes. 

Senator Payne. Now, do you know whether or not your regular 
underwriting companies, the normal ones that are not in exactly your 
same situation, whether or not they reflect the same percentage or the 
same volume of increase in their situation ? 

Mr. Van Horn. There is a little different situation between the 
agency writing companies, because they are paying commissions and 
their acquisition cost is worked into the whole results, so that our 
results without that commission cost, our acquisition cost as it is 
normally used, would show quite a divergence from the normal stock 
companies. 

Senator Payne. But that wouldn’t be too hard to relate? 

Mr. Van Horn. It would be a very sizable figure in our company. 

Senator Payne. But I say to relate it to the overall period it 
wouldn't be too difficult because you know what those commissions 
and expenses are ? 

Mr. Van Horn. Yes. 

Senator Payne. And you do make an analysis to see whether you 
are holding somew vhere in line with the levels ? 

Mr. Van Horn. Yes. 

Senator Payne. Well, I am going to be very interested, if I could 
secure it, because I am interested in the subject. I am going to be 
very interested in getting an analysis of some of the so-called stock 
line companies to see what their record of the situation was during 
this same comparable period to see what they reflected, because I am 
just curious as to why somewhere along the line this thing didn’t 
reflect itself in the earnings and an: lysis of the earnings statements 
of these companies—to raise a question, at least, as to why i is it these 


91018-—_57—pt. 1——_26 











398 AUTOMOBILE MARKETING PRACTICES 


things are pyramided right at this time, if it is not the national trend 
in certain other lines. 

Mr. Van Horn. Well, our business, our type of business, is so differ- 
ent that it could be contrary to the trends. Right now we have a 
terrifically high loss ratio. If we were to add an acquisition cost 
— would come out with a very sizable underwriting loss for the year 
1956. 

Now, that will undoubtedly continue through 1957 until the rates.are 
adjusted. 

Senator Payng. Understand, Mr. Van Horn, I am not criticizing. 
It is a situation that has developed, and hindsight is sometimes a lot 
easier than foresight; but, nevertheless, there are some things in here 
that raise a question in my mind as to why in the devil w: vasn’t the 
thing turned up long before it was if everybody was interested in 
trying to do the job as it should be done. 

Now, I grant we all make mistakes. 

Mr. Van Horn. I regret exceedingly that I did not find out about 
it, because I don’t like this kind of thing. 

Senator Payne. I imaevine you don’t, because you have been in busi- 
ness quite a period of time and you enjoy a very good reputation. 

Mr. Van Horn. Thank you. 

Senator THurmonp. I want to ask you this: If the insuance com- 
missioner of any State would request you to send out another letter 
to the policyholders who had not applied for refund, would you be 
willing to do so? 

Mr. Van Horn. Yes, sir. You asked me that question before, I 
believe. 

Senator THurmMonp. And would you be willing to send those letters 
to the insurance commissioners’ offices so he could write a letter him- 
self to go in that same envelope with your letter, to go to the policy- 
holder; you would not object to that, would you, sir / 

Mr. Van Horn. We haven't objected to any steps which any par- 
ticular State wanted us to take. Most of this we took voluntarily, but 
where a State came in and said, “We would like to have you do it 
differently,” we have been glad to cooperate. And I believe if that 
situation should arise with any commissioner, the fact would be 
verified. 

Senator THurmonp. Thank you very much. 

Senator Monroney. The Library of Congress has done a study on 
many of these companies that are involved in their net profits, net 
income before taxes, going back to the year 1945; they come up with 
the figures that shows for your company a loss of $695,000; 1946, a 
loss of $366,000; 1947, a profit of $1,130,000; 1948, a profit of $3,946,- 
000; 1949, a profit of $7,379,000; 1950, a profit of $9,391,000; 1951, a 
profit of $7,137,000 ; 1952, a profit of $5,740,000 ; 195 13, a profit of $10,- 
113,000; in 1954 a net income of $13,385,000; in 1955 it dropped back 
to $8.6 08.000 net income. 

Now, the reason I am putting these in the record—and we would 
be happy to have vou controvert them if they are wrong, and mis- 
representations, either now or later—is that you show a doubling of 
the income, of the net income between 1952 and 1953 in these figures 
wnd in 1954 it runs about 21% times the income of the preceding years. 
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The relationship to what appears to be an abnormal climb in profits 
is shown in the figures on almost all of these companies that have 
been under investigation in this insurance overclassifying. 

Mr. Van Horn. Of course, we would have to relate those earnings 
back to the writings and to determine, for example, in 1950—I don't 
know what we wrote in 1950, I didn’t join this company until 1951, 
and at this point I don’t know what the writings were in 1950, but I 
notice we have $9,359,000 for 1950, that you stated, when the ‘rating 
law was not in effect, or when it had just merely started. 

Senator Monroney. That was the last quarter of 1950, so there 
would be practically no income in that. 

Mr. Van Horn. That was the largest year that we have had, with 
the exception of 1953 and 1954. I w vould have to relate all of this to 
premiums, because the profits in themselves have to be related to 
something in order to be significant. 

Mr. Bussy. Just one question, sir. 

In 1950 the Federal Trade Commission sought to put forth rules 
which would prevent deceptions in the finance and insurance of cars. 
You are familiar with those? 

Mr. Van Horn. Well, not particularly. In 1950? 

Mr. Bussy. Yes, sir. 

Mr. Van Horn. I was not associated with this company in 1950 
and consequently that isn’t firsthand information to me. 

Mr. Bussy. Yes, sir. However, I would like to read into the record 
the statement by Mr. Eugene H. Heaton, of the Commercial Credit 
Co., in which he said: 

It is appreciated that some few unscrupulous persons engaged in the business 
of handling customer installment sales have profited through misrepresentation, 
particularly with respect to insurance coverage and costs. It is*submitted, how- 
ever, that this is a local problem to be handled and dealt with by State insur- 
ance officials and by State legislatures. 

Is that still your company’s position 

Mr. Van Horn. I would think so. The insurance industry, gen- 
erally, is one of the most closely supervised of all industries and the 
State insurance departments on the whole have done a pretty good 
job, and there would be no particular reason for changing that state- 
ment. We have our problems with individual States. 

Senator Monronry. Do you have any further questions, Mr. Busby ? 

Mr. Bussy. No. 

Senator Monroney. Senator Payne? 

Senator Payne. Just one. Are you considered as a stock company ? 

Mr. Van Horn. Calvert Fire? 

Senator Payne. Yes. 

Mr. Van Horn. Yes. 

Senator Payne. As far as the Best’s Insurance Reports are con- 
cerned ? 

Mr. Van Horn. Yes; Calvert Fire is a stock insurance company. 

Senator Monroney. Thank you, Mr. Van Horn. 

Apparently there are no further questions. We may wish, after 
examining the record, to ask you to fill in some further data. 

Mr. Van Horn. I would be glad to do so. 

Senator Moroney. One further question: As far as you know, 
there is no way we can find the State by State classification data? 

Mr. Van Horn. I don’t know. 
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Senator Monroney. You will furnish us what portions of it you 
have from the 1954 figures, which we would like to receive as soon as 
possible. That will be a great help to us. 

Thank you for appearing. 

Mr. Van Horn. Thank you. 


Senator Monroney. The committee will recess subject to the call of 
the Chair. 


(Whereupon, at 1:10 p. m., the subcommittee adjourned subject to 
the call of the Chair.) 


(Correspondence with the witness is as follows :) 


JANUARY 3, 1957. 
Mr. H. L. Van Horn, 
President, Calvert Fire Insurance Co. and Cavalier Insurance Co., 
Baltimore, Md. 

DEAR Mr. VAN Horn: As you may know, this subcommittee has been studying 
automobile marketing practices for nearly 2 years now. The National Business 
Bureau and others have urged that a study be made of the alleged misclassifica- 
tions of automobile collision insurance policyholders. Your company, Marathon 
Insurance Co., has been mentioned in connection with these misclassifications. 

This letter is to let you know, in advance, of our interest in this matter and 
to express our hope that you will cooperate with us in developing the pertinent 
facts involved. We also want you to know that the subcommittee intends to 
consider the problem of automobile insurance without prejudgment and with 
every consideration of the views of all parties concerned. 

Hearings will be held in the near future. You will, of course, be afforded the 
opportunity to give the subcommittee the benefit of your testimony if you wish 
to appear. As soon as a definite date is set for hearings on this matter you 
will be notified in order that you might adequately prepare a statement. We will 
make every effort to schedule your appearance to suit your convenience. 

Very truly yours, 
A. S. MIKE MoNnRONEY, 
Chairman, Automobile Marketing Practices Subconmnittee. 


CALVERT FIRE INSURANCE CO., 
Baitimore, Md., January 11, 1957. 
Hon. A. S. MikE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 

DEAR Mr. Senator: This will acknowledge receipt of your letter of January 8, 
1957. 

Our companies will be very willing to cooperate with you and your committee 
in the study of automobile marketing practices. 

Yours very truly, 
H. L. Van Horn, President. 


JANUARY 22, 1957. 

Mr. H. L. Van Horn, 

President, Calwert Fire Insurance Co. and Cavalier Insurance Co., 
Baltimore, Mad. 


Dear Mr. VAN Horn: Thank you for your letter expressing the desire of your 
companies, Calvert Fire Insurance Co. and Cavalier Insurance Co., to help the 
committee develop facts regarding alleged misclassification of automobile col- 
lision insurance. 

Enclosed you will find an interrogatory which we are submitting to your com- 
panies to help us determine pertinent facts in our study of automobile insurance 
misclassification. We hope that you will submit your answers to these questions 
to us as soon as conveniently possible. 

Since it is the intention of the subcommittee to proceed with this matter at an 
early date, I hope you will make every effort to expedite the gathering of this 
data. Please do not delay the forwarding of any part of it because of the unavail 
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ability of any other part. If you do not have, and are unable to get, any part 
of this information, please advise us to that effect. 
The subcommittee will certainly appreciate your help on this matter. 
Very truly yours, 
A. S. MrKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee. 


INTERROGATORY 


1. Please state the total number of collision insurance policies which your 
company issued in each year 1950-55, inclusive, by State. 

2. Please state the number of collision insurance policies which your company 
issued in classes I, II, and III in each year, 1950-55, inclusive, by State. 

3. What action, if any, has your company taken to prevent “misclassifications.” 

4. If form letters were sent to your policyholders to determine whether or not 
they were “misclassified,” please include a copy of such letter and state the num- 
ber of letters sent and the number of replies received by State. 

5. Please state the number of replies, if any, from policyholders requiring 
refunds by State. 

6. Please state the total amount and number of refunds, if any, sent to policy- 
holders by State. 

7. Please state the average amount, if any, returned to the policyholders, by 
State. 


CALVERT FIRE INSURANCE Co., 
Baltimore, Md., January 31, 1957. 
Hon. A. S. Mike MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 


DEAR Mk. SENATOR: This will acknowledge receipt of your letter of January 22 
and let you know that we are endeavoring to compile such of the data which 
you requested as is available. We expect to have this data assembled shortly. 

Yours very truly, 
H. L. VAN Horn, President. 


CALVERT FIRE INSURANCE Co., 


Baltimore, Md., March 4, 1957. 
Hon. A. 8S. MIke MONRONEY, 


Chairman, Automobile Marketing Practices Subcommittee, 
Washington, D. C. 


DEAR SENATOR MONRONEY: The following is submitted with respect to both 
Calvert Fire Insurance Co. and Cavalier Insurance Corp. in response to the 
inquiries enclosed with your letter of January 22. Replies are set forth under 
the numbered captions used in your letter. 

1. For the years 1950, 1951, and 1952, our companies maintained no record of 
the collision policies written by States. For the years 1953 and 1954 we compiled 
such a record but for a purpose totally unrelated to collision classification, 
namely, to determine the relationship between frequency of loss and total policies 
issued. Since this data has become obsolete, the information requested in 
interrogatory No. 1 is furnished on schedule A only with respect to years 1955 
and 1956. 

2. With respect to the years 1950, 1951, 1952, and 1953, no information was 
compiled as to the number of collision policies written in each collision class 
either by State or in total, either currently or subsequently. With respect to the 
year 1954 statistics were compiled at the request of certain States and in con- 
nection with surveys hereinafter mentioned. For the year 1955 statistics 
requested by you were compiled routinely and are submitted. While you did not 
request this data for the year 1956, we have it and are submitting it in schedule A, 
as we believe it evidences the successful results of the program hereinafter 
outlined. 

8 and 4. A comprehensive review of the program which our companies have 
undertaken is necessary to answer items 3 and 4. 

Starting in December 1954, we undertook a survey by addressing letters to 
certain class 2 policyholders as policies were issued to determine whether mis- 
classification existed and to what extent. Any replies received which indicated 
that the class was incorrect were adjusted. This program was continued until 
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mid-1955, and as a result during the summer or early fall of 1955 we inaugurated 
a program of requiring a rating statement on all business regardless of class, 
using a form which included class 2, even though this class was not included 
in the then required rating information statement. About the same time, we 
extended the program started in December 1954 and addressed a letter directly 
to all policyholders, regardless of class, in an attempt to verify the class re- 
quested. In cases where a ratnig information statement was not submitted, 
we, nevertheless, issued the policy in the class requested so that the policy- 
holder would have evidence of his insurance promptly, but we immediately wrote 
him to verify the class requested. Of course, if replies indicated a different 
class, correction was immediately made. After several months of operating in 
this manner, it was decided that the number of changes required to be made 
was creating an expense problem and tended to distort our statistics, and we 
adopted the procedure of not issuing policies until a signed rating information 
statement was received. In addition, to assure accuracy, the verification form 
was continued to be sent to the policyholder on the issuance of the policy so as 
to give the policyholder an opportunity to correct the classification originally 
requested if it needed correction. 

In addition to all the foregoing, beginning in September 1955, we undertook 
a general circularization of all the class 2 policyholders, which circularization 
fully complied with the resolution of the National Association of Insurance Com- 
missioners adopted in December 1955, due consideration being given to the effec- 
tive date of the multiple class-rating law. On the basis of replies received, 
refunds were made. Additionally, during 1956 we again made a general circular- 
ization in many States of the class 2 policies written after the effective date of 
the multiple rating law where we had not received a reply to our earlier inquiry. 
This second general circularization did not include some States in which it 
appeared that the ratio of class 2 items to total was in line. 

The forms used in our immediate verification program and in our two general 
circularizations described above are attached and are noted to indicate their use. 

On schedule B we set forth the number of letters sent out by States as far as 
that can be determined. We direct your attention to the fact, however, that with 
respect to the letters sent starting in December 1954 no attempt was made to keep 
count of them. This applied likewise to the letters sent in the early summer 
of 1955, and it likewise applied to our first general circularization, referred to 
above. We undertook this general circularization countrywide, but we did not 
keep a record of letters sent or replies received by States. However, we do know 
that the total number of letters sent countrywide in our first general circular- 
ization approximated 180,000. 

5, 6 and 7. In your interrogatories No, 5 and No. 6 you request information 
by States with respect to the number of replies received from policyholders re- 
quiring refunds and amount of such refunds. As indicated above, we are unable 
to give you the number of replies received by State, nor did we make any distinc- 
tion between the replies received and refunds granted as a result of our two 
general circularizations as contrasted with replies received on our new business 
verification of individual policies as outlined above. Corrections made in con- 
nection with the replies received due to immediate new-business verification, 
which was and is a normal routine matter, could only be segregated from the 
general circularization replies by a manual examination of individual policies, 
which is a practical impossibility. We, therefore, cannot furnish you with the 
refunds made as the result of the general circularization which we undertook. 

However, refunds made with respect to policies written prior to 1955 would 
of necessity have resulted from our two general circularizations, and such 
refunds total for Calvert Fire Insurance Co. $884,615.58, and for Cavalier Insur- 
ance Corp. $49,157.79. 

We hope that the information which we have submitted is helpful to your 
committee and regret that all of the data requested is not available. We also 
regret the delay in submitting this to you. 

Yours very truly, 
H. L. Van Horn, President. 
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Number of collision policies by State, by year, and by class 
(Answering subcommittee interrogatories Nos. 1 and 2 in part) 


CALVERT SCHEDULE A 


| | | | | | 
State and policy year | Class | Class |Class| Total |} State and policy year | Class | Class | Class | Total 
l 2 3! 1. 2 ; 3! | 

















Alabama: Missouri: 

1955 3,349 | 4,018 | 464 | 7,831 1955- ..-| 4,505 | 3,097 | 337 | 7,939 

1956 2,797 | 1,590 44) | 4,828 1956 ----..| 3 S31 | 1, 586 334 | 5,401 
Arizona: | Montana: 

1955 1, 804 619 | 43 | 2,466 || 1955 ¢ a 1,322 | 1,172 103 | 2, 597 

1956 1, 193 349 37 | 1,579 1956 “ . 1, 319 605 116 | 2,040 
Arkansas: Nebraska: 

1955 4,116 | 2,525 252 | 6,903 195 243 306 31 | 580 

1956 4,507 | 1,952 221 | 6, 680 1956 315 174 | ll 500 
California: Nevada: 

1955 5, 436 | 4,963 347 | 10, 746 1955 ; 773 401 87 | 1, 261 

1956 7,185 | 2,848 | 264 |10, 247 1956 493 201 7} 70 
Colorado New Hampshire: 

1955 836 | 1,130 95 | 2,061 1955 ee (3) (3) (3) | 1,561 

1956 1, 048 518 110 | 1,676 1956 (3) (3) (3) 1, 215 
Connecticut: | New Jersey: 

1955 | 2,648 | 1,061 | 135 | 3,844 1955 3, 224 | 2,949 188 | 6, 361 

1956 ‘ 2, 505 935 138 | 3, 578 1956 4,053 | 1, 407 175 | 5, 635 
Delaware: New Mexico: 

1955 325 | 457 23 805 || 1955 ee 966 931 72 | 1,969 

1956 483 | 201 19 703 1956 a 766 444 28 | 1,238 
District of Columbia New York: 

1955 560 | 235 28 823 1955 12,719 | 8, 295 955 |21, 969 

1956 828 187 22 | 1,037 1956 13, 208 | 4,527 |1, 060 |18, 795 
Florida: North Carolina: 

1955 6,040 | 7, 163 497 |13, 700 1955 4, 790 |13, 775 546 |19, 111 

1956 7,730 | 3,129 550 |11, 409 1956 9, 054 | 4, 985 796 |14, 835 
Georgia North Dakota: 

1955 3, 271 | 3,433 418 | 7,122 1955_ 276 311 40 627 

1956 3,499 | 1,734 391 5, 624 1956_ 212 118 56 386 
Idaho: Ohio 

1955 764 680 YS 1,542 1955 2,060 | 1,191 124 | 3,371 

1956 774 508 92 | 1,374 1956 3, 675 | 1,252 314 | 5,245 
Tlinoi Oklahoma: 

1955 4,489 | 7, 882 46 |12,417 1955 1,310 | 1, 666 76 | 3 

1956 5, 661 | 3,619 11 | 9, 291 1956 1, 566 682 143 | 2,; 
Indiana: Oregon 

1955 3, 785 | 6, 22 274 234 1955 1,516 873 85 | 2,474 

1956 a 2, 279 197 l 1956 3 1, 266 591 47 | 1,904 
Iowa: Pennsylvania 

1955 1,080 | 1, 250 84 | 2,414 1955. 25, 434 |10, 822 |1, 493 |37, 749 

1956 1,097 621 70 | 1,788 1956 21, 433 | 7,457 |1,044 |29, 934 
Kansas: Rhode Island 

1955 2, 024 1, 532 124 | 3, 680 1955 1, 169 498 69 | 1, 736 

1956 1, 434 652 87 | 2,173 195¢ 615 262 35 912 
Kentucky South Carolina: 

1955 5, 846 | 4, 790 166 |11, 102 1955 7,068 | 6,453 |1, 147 |14, 668 

1956 6,035 | 2, 491 574 | 9, 100 1956 7,906 | 4,149 913 |12, 968 
Louisiana South Dakota: 

1955 8, 269 1955 321 802 25 | 1,148 

1956 2, 943 1, 386 ls 4,513 1856 360 474 20 | 854 
Maine Tennessee: 

1955 1,770 1,916 228 | 3,914 1955 3, 963 3, 029 339 | 7,331 

1956 ‘ 2,177 946 97 | 3, 221 1956 3, 646 | 1, 464 364 | 5,474 
Maryland: Texas 

1955 6,149 | 2,525 374 | 9,048 1955 758 499 69 | 1,326 

1956 7, 001 1, 651 314 | 8,966 1956 615 25 41 910 
Massachusetts: Utah: | 

1955 5,188 | 2,369 276 | 7,833 1955 ‘ 1, 729 | 1,393 72 | 3,194 

1956 4,005 1,526 164 5, 695 1956 1, 599 956 71 | 2,626 
Michigan: Vermont: 

1955 3,045 4,540 185 | 7, 1955 ‘ 696 | 1,052 lif 1, 864 

1956 3,077 | 1,340 122 | 4,539 1956 gue 778 507 117 | 1,402 
Minnesota: Virginia: 

1955 2,148 | 1,819 221 4, 188 1955 ‘ (*) (¢ } (4) (4 

1956 a as} 1,008 1, 156 199 | 3,350 1956 ~~ 4,693 | 2,393 497 | 7, 583 
Mississippi: Washington | 

1955 9, 851 518 |12, 954 1956 1, 026 R39 69 | 1,934 

1956 3, 723 851 |10, 166 1956 600 313 S4 997 








1 Includes noncollision. 

2 Collision classification law not effective until December 1955. 
8 No collision classification law 

4 Collision classification law not effective until January 1956. 
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West Virginia: 
1955 
1956 
Wisconsin: 
1955 
1956 
Wyoming: 
1955 
1956___ 
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ae 


CAVALIER SCHEDULE A AS OF DEC. 31, 


, 449 
, 651 
, 623 


187 
239 


| 


893 | 


we 


ror 


3, 687 | 


589 | 

| 
704 | 
069 | 
254 | 
161 | 


|| States 
690 |11, 826 Texas: 
615 |10, 855 | 1955 
1956 
340 | 7,937 || Texas: 
363 | 6,055 1955 
1956 
7 | 448 || All State 
4 1955 


414 


| 1955_ 


PRACTICES 


other 


»S: 


than 


1956 


41 123! 37! 201 
1,063 | 366] 32] 1,461 
21, 138 |10, 568 |1, 758 | 33, 464 
9,992 | 4,337 |1, 146 |15, 475 
21,179 |10, 691 |1, 795 |33, 665 


11,055 | 4, 703 |1, 16, 936 


Calwert schedule B—Number of letters sent to policyholders, by States 


State 


Alabama 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware -- 


District of Columbia. - - 


Florida 
Georgia.__. 
Idaho 

Illinois 

Indiana 

lowa 

Kansas 
Kentucky 
Louisiana 
Maine.- 
Maryland : 
Massachusetts-.- 
Michigan-_-. 
Minnesota_--_-_- 
Mississippi 
Missouri 
Montana 
Nebraska...- 
Nevada 

New Hampshire-.. 
New Jersey... 
New Mexico-_... 
New York..--- 


North Carolina 
North Dakota.- 
Ohio_- 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island__- 
South Carolina-- 
South Dakota 
Tennessee - - - 
PR ni 
Utah_. 
Vermont. .- 
Virginia 
Washington 
West Virginia. - 
Wisconsin 
Wyoming... 


Total 








2 Rating law in eftect 1 month. 


3 No rating law. 


4 No rating law in 1955. 


CALVERT SCHEDULE B 


Confirmatory letters sent on new business 
as policies were written 


A letters 
begun in 


1954 and 
continued 
until Sep- 


A letters 
sent in 4th 
quarter 1955 


tember 1954! 


1 Information by States not available. 


1, 697 

572 
1, 780 
2, 494 
445 

783 | 
168 
144 
2, 887 
1, 526 
361 


2, 783 
2, 262 
5A4 
834 


2, 621 


798 
2, 121 
1, 539 
1,810 
914 
, O81 
, 940 
571 
100 
259 


OD 


, 400 
422 


304 


' 
_ -- 


908 
| 183 
683 
768 
514 
, 431 
332 
3, 757 | 
247 
, 959 | 
512 | 
750 
370 
(4) | 
345 
2, 548 | 
1, 769 


91 


69, 347 | 


Z letters 
sent in 1956 





Circularization letters 


A letters 
sent Septem- 
ber, October, | 

November, 
and Decem- 
ber 1955 ! 


H letters 
sent in 1956 


3, 
1,728 
1, 


x 


180, 000 5, 681 








+ es 
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CAVALIER, TEX. 


| 


A letters 


| Aletters | Aletters | Z letters sent May | H letters 


| sent in 1954 | sent in 1955 | sent in 1956 through | sent in 1956 
| December 
| 1954 
cota sisal taatenic~aietoil ra ae 
| | | | | 
Pen Pe a fo 1,179 | 33, 589 | 20, 309 | 4, 666 | 641 


| ; 5 | 


Form A 


USED IN FIRST GENERAL CIRCULARIZATION AND FOR INITIAL VERIFICATION PROGRAM 


Important: complete and return to company: Calvert Fire Insurance Co., 
administrative office, First National Bank Building, Baltimore 2, Maryland. 

Dear PoLicyHOLpER: To assist us in checking the premium to be charged for 
the insurance on your ear. please give us the following information : 


1. Your date of birth......... Month... Gy... ccelaws Year. 
2. List of names and ages of all drivers under the age of 25 (indicate if any 
are in military service and only use auto occasionally) : Male ____ Female ~-_-_-. 


3. State which of persons listed in No. 2 are married: ___-------~--. 

4. Name of any driver under age 25 who is owner or principal operator: 
Male. Female__-_-_-_-. 

5. Indicate use of automobile: 
[] Business purposes 
(_} Driving to and from work 
{_] Not used in driving to and from work 

6. Has any operator under age 25 successfully completed a driver education 
course? If so, attach proper certificate signed by school official. _ ; 

7. Indicate whether your sole occupation is that of farmer) rancher () 
clergyman [_]. 

Kindly return this letter with the information filled in after signing state- 
ment appearing below. In the event we do not hear from you within 30 days 
we will assume that the premiums shown in the policy are correct. 


UNDERWRITING DEPARTMENT. 
POLICYHOLDER’S STATEMENT 
The Undersigned certifies that the information given above is true and correct. 


(Policyholder’s signature) 





Form H 
USED IN SECOND GENERAL CIRCULARIZATION 


Important: complete and return to company: Calvert Fire Insurance Co., 
administrative office, First National Bank Building, Baltimore 2, Maryland. 
a ge, 
DEAR POLICYHOLDER: It has been discovered that on certain policies written 
through this company an error may have occurred in the classification of risk. 
In order to determine whether or not a refund is due you on the policy shown 
above, will you immediately answer all of the inquiries below. If an error in 
classification is found with reference to your policy, a proper adjustment will be 
made. In no event will there be any increase in the insurance charge on your 
policy. 
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Please supply the following information and return to us immediately; the 
answers must be given as of the date your policy was issued. 

1. Your date of birth: Month_-_---~- eka. NE i ccgalieassinn 

2. List below the names and ages of all drivers under the age of 25 who are 
members of your household (indicate if any are in military service and only 
use the automobile occasionally) : Male___. female___-. 

3. State which persons listed in No, 2 are married: ~---------~----. 

4. Name of any driver under the age of 25 who is a member of your house- 
hold and is the principal operator: Male_:_. female___-. 

5. Indicate use of automobile: ( ) Business purposes; ( ) Driving to and 
from work; (_ ) Not used in driving to and from work. 

6. Has any operator under the age of 25 successfully completed a driver-edu- 
cation course? If so, attach a proper certificate signed by school official. 

7. Indicate whether your sole occupation is that of: ( ) Farmer; (  ) Ranch- 
er; ( ) Clergyman. 

POLICYHOLDER’S STATEMENT 


The undersigned warrants the above information is true and correct. 
Very truly yours, 


(Calvert Fire Insurance Co.) 
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Sent with policy to verify initial data. 
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lirectly from the prospective policyholder when 


the application for insurance has been pended because a rating statement was 
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CALVERT FIRE INSURANCE Co., 


Baltimore, March 14, 1957. 
Hon. A. 8S. MIKE MONRONEY, 


Chairman, Automobile Marketing Practices Subcommittee, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR MONRONEY: In line with my telephone conversation of today 
with Mr. David Busby, counsel to the subcommittee, and with further reference 
to Mr. Van Horn’s letter of March 4, 1957, the following explains why we are 
unable to answer your specific interrogatories 5, 6, and 7 with respect to the 
number and amount of refunds sent policyholders by State in connection with 
our general circularization made to determine and correct whatever misclassifica- 
tion that had previously occurred. 

As pointed out in Mr. Van Horn’s letter, beginning in December 1954, upon 
our receiving a request to issue a new policy of insurance, irrespective of the 
data received by us which grew out of the related automobile sale, we immediately 
wrote the individual insured to verify his classification status. If his reply 
showed that a different class from that originally indicated was the proper class, 
a correction was immediately made and his premium immediately adjusted. 
This was a continuing routine program during 1955, 1956, and even is today. We 
did not and do not consider these immediately made premium adjustments to be 
any part of the refunding program that resulted from our general circularization 
to which we understood your interrogatories were directed. 

As I explained to Mr. Busby, it is a practical impossibility for us to segregate 
this type of immediate verification adjustment from the refunds as to which 
inquiry was made. As a very rough estimate, we feel we can guess that not 
more than 50 percent of the total adjustments effected by us during 1955 resulted 
from the refund program in connection with our general circularization and this 
figure would approximate $600,000. 

We believe, although we have no way of knowing, that the remaining amounts 
adjusted in 1955 and all of 1956 were as a result of our immediate verification 
program. 

The attached exhibit lists by State and by policy year for 1953, 1954, 1955, and 
1956 the total of all adjustments made. As pointed out in Mr. Van Horn’s letter, 
the 1953 and 1954 refunds certainly resulted from our general circularization. 
We estimate that approximately $600,000 of the 1955 refunds similarly resulted 
from the general circularization. We believe the remaining adjustments were 
all the result of our routine immediate verification which necessitated a change 
from information initially furnished us. 

In view of the character of the attached exhibit, we would request that the 
information disclosed thereon be evaluated in the light of the facts above recited, 
and that it be treated in confidence. 

Sincerely yours, 
J. Francis IRE toN, Secretary. 
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Statement of changes resulting from immediate policy verification and refunds 
resulting from general circularization as of Dec. 31, 1956 



























































CALVERT 
Wee | 
| 
Num- i Num- Aver- 
State and policy ber of | Amount of | Aver- State and policy ber of | Amount of | age 
year reclas- refunds age year reclas- refunds re- 
sifica- refund sifica- fund 
tions tions 
oution ——— | log = | 
Alabama: Georgia: 
estan nadine 51 | $821.89 |__.___ la ihr eiin oun en 20 | BIGGER ih. we esie 
EEE AT 536 | 18, 104.10 |..._.- We icetbn ke ~eene 526 | 18, 911.01 |.....- 
$00.1 iv 5.05.2 é 972 25, 639.79 |_....- 1} Gees bdo Si Fadl 975 29, 426.87 |_.. 
0G8.. os civé 210 | 3, 507.97 |.....- S006 iieas.403-- 19 2, 241. 41.03 pa Sides 
Total..........| 1,769 48, 073.75 |$27.17 | Total........- | 1,70 | 51,774.52 | 30.10 
= SSS | Se id —— > _ SSS 
Arizona: | Idaho: 
i iniun ocentantnscl 20 1 —98, 38 |_._.-- DR hd et cot | 26 A Rive cic ah 
SE tian apiece 55 | eee locneie | 1954... ey eal 59 ee, yg 
1955. LA Seb 163 2, 475.94 |._.._- | 1955_. 151 | 3, 059. 54 |__.._. 
WO cc cssecdauses 51 90. 51 }_..._- 1956... i. 61 | 491.09 |._._.. 
eee 289 | 4, 716.94 | 16.32 || Total... 207 | 5, 731.02 | 19.30 
SS} oes se ——<— ————SSS=—_ = L—————SSSSS ST OS 
Arkansas: | Illinois: 
ss antinner> ate 19 494.89 |...... Mins nine 103 | 1, 834. 80 |....-- 
A 140 4, 565.05 |-.._.- 1954__.__- 641 10, 117. 04 | 
BO). eA A 57 10, 026. 58 |.____- 1] 1955_..... 3, 976 0 954. 38 |... 
SON ais is id can 139 $14. 87 |.-.... || WORB..i bas 588 8, 248.95 |.....- 
| | | es 
weed. 2 870 | 15, 401.39 | 17.70 I Total. . 5, 308 70, 155.17 | 13. 22 
<a — ———— —— = | ed p>, id 
California || Indiana: | 
i iteecte denna Gena 288 3, 476. 57 | oe | Dt dt nn ni oot 111 | 1, 664. 72 
1954. ....- 711 9, 479. 96 | 1054_._... 431 | 18, 426. 65 
ae 1, 705 27, 211. 53 -- I] 1955... 1, 697 | 48, 030. 55 |.....- 
| a oe eee 555 4, » 827. 24 | - || pe 162 | 1, 439. 08 ini 
"Potels. 2... 2 3, 259 44, 995. 30 | 13. 81 | ble Ret 2, 401 69, 561.00 | 28.97 
———S=—_ ses] —==—=— 1} SSS —E=E=—=—=>]@z[E==ESESSESE——SSSESS= —ESSSST_ 
Colorado | Iowa: | 
TR att chee - 16 1 —102. 49 1953. all 15 407. 52 
1954._.... ‘i 96 3, 236. 10 | . |] 1954____ } 98 | 2, 587. 26 
PORE s- ds eins ldnis 465 | 11, 719.09 |._.__. | 1955. _.- --| 336 | 7,020.17 }..--- 
ease ctiinenatn 94 | 1, 545. 06 a 80 | oS 8 a 
CI las irl cinatads | Pit ARE een CP aeee 
Total... 1... 671 16, 397. 76 | 24. 44 4 || Total | 529 | 10, 530. 26 | 19.90 
———— SS > | ——— \| —= | ———— Sess 
Connecticut | Kansas: | 
ce cevincviasiciectnce ill 1, 091 14, 717. 18 | ah 1953 30 311. 94 | 
1954-_- phot 1, 887 | 40, 950. 34 | a 1954 306 | 7, 727. 73 | 
BEB ie Kend-- 46 1, 224 | 27, 204. 51 1955 713 18, 773. 84 
1956_... ° 75 ee. 18 1956 66 725. 11 |_. 
Total. 4, 277 83, 171, 21 | 19.45 ! Total. 1,115 aS 538. 62 | 24.7 
Delaware: ete i | Kentucky: Fe ; rite 
cassis eimai 19 | 721. 40 1953 110 | 2, 827. 98 
1954 _. oie 62 | 1, 872. 08 1954 944 | 47, 228.62 |...... 
iscdipinslasicom it 126 | 3, 960. 36 1955 3 | 2,104 85, 228. 31 | 
SE : 14 | 183. 00 || 1056...... | 205 | 5, 206. 23 | 
Total. 21 | 6,736.84 | 30.48 || Total. | 3,363 | 140, 491, 14 | 41.78 
District of | ae & | Louisiana: 2 | -— eps 
Columbia: | | | 1953 ; tp oe 
es thitcmiiaie 25 | 232. 96 3 1954 -| 6 Be oe Nnnwown 
i ceteeisi chev leite «it 67 | 4, 201. 67 1955 108 i} | ae 
Se tae 92 | 3. 836. 73 || 1956 231 | 1, 079. I Mi saccms 
De isiienee 26 989. 80 — —— —_—— 
—_——- | —— —|——— || Total. 345 | 3, 066. 65 | 8.89 
ee 210 | 9. 261.16 | 44.10 | a SS 
SS Sa ——) 1} Maine: } | 
Florida: | | i} hse cise oleate 158 | 2 447.12 | ..n006 
ec oes 567 | — 10, 339. 08 | i I wane cma | 499 | 12, 801.92 |__...- 
. a 54, 234. 61 | 1] SE nah omatinsutties 1, 347 41, 362. 83 }...... 
ani ctnnae 2, 757 | 71, 659. 05 | a 125 | 2, 100. Oe lnccaan 
1956... 743 11, 012. 65 —— --) —— 
—|———- — || ; ee | 2,129 | 58, 721. 38 | 27. 58 
BO acces 147, 295.39 | 24.61 Sa Se —— 


1 Adjustment. 
2 Collision classification law did not become effective until Dec. 1, 1955. 
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Statement of changes resulting from immediate policy verification and refunds 
resulting from general circularization as of Dec. 31, 1956—Continued 


State and policy 
year 


Maryland: 
1953 
1954 
1955 
1956 


Total. 


Massachusetts: 
1953 
1954 
1955 
1956 


Total. 


Michigan: 
1953 
1954 
1955 
1956 


Total. 


Minnesota: 
1953 
1954 
1955 
1956 


Total 


Mississippi: 
1953 _ 
1954 
1955 
1956 


Total. 


Missouri: 
1953 
ae 
1955_.... 
1956 


Total..-. 


Montana: 
ivnisawes 
Webi tie~s 
Pee seadcdve 
1956 


Total _-- 


Nebraska: 
1953 __- 
1954... 
1955... - 
seen 


Total. 
Nevada: 
1063....-- 
ee 
1955... 
1956_._. 
Total. 


New Hampshire 


| 


ber of 


Num- | | | 
| Amount of | Aver- 
reclas- | 


Sifica- | 


tions 


105 | 
1, 044 | 
1, 361 | 

263 | 


“ 


1, 042 
1, 723 | 


200 





35 
182 
501 


219 


937 


47 


2,773 | 


461 | 
2, 020 | 


401 


2, 929 


263 


672 | 


1, 092 


2, 104 


35 
123 
208 

64 


430 


24 
48 
vo 


28 


199 


refunds 


3, 444. 
35, 757. 
35, 829. 

1 —21. 


75, 009. 


3, 455. 
12, 537. 
, 203. 
1, 758. 


54, 955. ¢ 


534. 
600. 
965 
727. 


oN 


16, 827 


827. 


6, 092. 2 


25, 926. 
5, 835. 


38, 


6, 102. 


31, 007. £ 


654. 
349. 


38, 


, 114. 


> 
a 





pa 
“ice 
= 


315 


980. 57 


1,451 


155 


. 905, 


th 


§ No collision classification law. 


681. < 


29 


| @ 


refund || 


35 | 
43 | 


95 


66 
51 


68 | 
5O | 


48 
20 


12 


. 66 


ge 


28. 02 


2. 96 
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State and policy 
year 


New Jersey: 
19°3 
1954 
1955. 
1956 


Total ____- 


New Mexico: 
1958... 
1934___. 
1955_- 
1956 


Total. - 


New York: 
Gticosas 
1054...<.. 
Wee TS... 4 
1956... -- 


Pee 220... 


North Carolina: 
1953__.. 
1064...... 
1965.... 


eeeido un 


Total 


| North Dakota 


1953_.- 
1954... 
1955... 
1956 


Total _- 


Ohio: 
1953 ; 
1954__- 
3055. .. 


1956 
Total _- 


Oklahoma: 
1953_... 
1954 
1955- : 
imei 


Total__ 


Oregon: 
1953 
1954 
1955 
1956 


Total_ 


Pennsylvania: 
1953 .- 
1954 
1955 
1956 


Total. 


Num- 


| ber of 


| reclas- | 


sifica- | 
tions 


Amount of 


refunds 


| 


Aver- 
age 
Te- 

fund 


619 | 
1,450 | 
2, 290 | 

223 


| 12,080 | 


78 
| 649 
| 3,804 


652 


| 1,245 


| 235 
70 


574 


283 
2, 631 





| 4,124 | 


885 


7, 923 


117 | 
152 | 


10, 558. 35 
37, 903. 34 
90, 406. 18 


..| 4,582 | 143, 196. 54 


185. 


27, 241. 43 
117, 917. 50 
208, 518. 71 

10, 799. 13 


364, 476; 


1, 231. 94 
8, 151. 20 
59, 425. 33 
9, 303. 66 


78, 112. 13 





89. 51 
725. 96 
1, 658. 39 
192. 13 


2, 665. 99 


254. 93 
6, 458. 58 


| 
} 





4, 328. 67 |_- 


31. 25 


9, 111. 54 | 


230. 33 


16, 075. 3! 


154. 75 


5, 049. 67 
17, 066. 18 
1, 166. 01 


2, 655. 67 
3, 509. 46 
2, 931. 45 

407. 28 


9, 503. 86 


4, 536. 71 
95, 282. 73 
90, 535. 12 
2, 452. 02 


192, 806. 58 


23, 436. 61 


16. 56 


24. 34 
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Statement of changes resulting from immediate policy verification and refunds 
resulting from general circularization as of Dec. 31, 1956—Continued 


CALVERT—Continued 











Num- 
State and policy | berof | Amountof | Aver- State and policy 
year reclas- refunds age year 
Sifica- | refund 
tions | 
Rhode Island: 
1953 5, 703. 06 1956, 
1954 10, 544, 22 
1955 3, 650, 92 Total _. 
1956 258. 75 
Virginia: 4 
Total. | 690 20, 156.95 | 29. 21 1053... 
| 1954 
South Carolina: 1955 
1953 129 96 1956 
1954 581 . 80 
1955 1, 055 . 21 Total__- 
1956 377 . 53 | 
— Washington: 
Total:.... 2, 142 | 54, 722. 50 | 25. 55 1953 
1954 
South Dakota: 1955 
1953 3 166. 03 1956 
1954 r 5D 1. 328. 73 
1955 225 5, 694. 46 Total__ 
1956 105 2. 022. 44 
‘ . West Virginia: 
Total_ 383 9, 211.66 | 24.05 1953 
1954 
Tennessec 1958 
1953 102 2, 330. 38 1956 
1954 421 18, 222. 02 
1955 649 19, 444. 53 | Total 
1956 108 1, 084. 76 
Wisconsin: 
Total 1, 280 41,081.69 | 32.10 1953 
2 | 1954 
Texas: 1955 
1953 19 1956 
1954 27: 
1955 205 Total. 
1956 58 
Wyoming: 
Total. 555 —24, 100.21 | 143. 42 1953 
1954 
Utah: 1955 
OT 99 2, 069. 31 1956 
1954 122 2, 437. 41, }..-..-.. 
1955 ; 311 5, 002. 62 |. Total... 
1956 Soaad 134 1, 798.17 |. - 
- —|—-- All States: 
Total. __.- 666 11, 307. 51 | 16,98 Sh ae lancet 
= : : te Se 
Vermont: | (eee aalaete se 
1953 81 1, 160. 30 j.....- 
1954 282 8, 009. 80 |. 
a 472 12, 923. 82 |.....- Total. __ 


|} Num 


ber of 
reclas- re 


| Sifica- 


tions 


SS 


923 2 


490) 


65 
135 
209 


70 


569 l 


187 
807 
1, 404 
289 


2, 687 ba 


44 
133 
410 
243 


830 


126 


7, 135 12 





75 


1, 28 


51, 154 
9,744} '10 


3,905 | 2, 27 


Nan 


Amount of 


funds 


, 696. 17 


, 790. 18 


| 
| 


12.00 | 


19. 61 
| 203. 02 
2, 147. 28 


946. 65 


, 035. 76 


, 030. 41 


on 





e =O 
000. 70 


1, 173. 78 


, 266, 92 
912. 58 
, 624. 04 
802. 26 


to 


¢ 


, 605. 80 


520. 44 
053. 16 
197. 67 
103. 85 


morte 


8, 875. 12 


151.00 
1, 391. 94 
2, 364. 70 
225. 90 





_ 


, 133. 54 


4, 854. 11 


, 073. 88 | 


9, 761. 47 | 


8, 132. 28 


1, 061. 19 | 


3, 809. 05 


Aver- 
age 
re- 

fund 


On 


ao. di 


19. 64 


33. 35 


10. 69 


22. 81 


| 24, 21 





' Adjustment. — : : . 
‘Collision classification law did not become effective until Jan. 16, 1956. 


CAVALIER, TEXAS 


Texas: 
1953 a 3 34 
1954 | 1, 986 
1955 3, 253 | 
1956 569 
Total. 5, 842 


$975. 06 
52, 015. 82 
92, 916. 52 

7, 658. 07 


153, 565, 47 
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Aprit 16, 1957. 
CALVERT FIRE INSURANCE Co., 
Care of Muecke, Mules and Ireton, 
Baltimore, Md. 


Dear Sirs: During the subcommittee’s recent hearings, we requested that you 
send additional information to complete the subcommittee’s record. 

Also a few supplementary questions have presented themselves. You will 
find these contained in the enclosed interrogatory which we hope you will answer 
expeditiously. 

In your acknowledgment of this letter please indicate whether any part of he 
data requested is presently unavailable and let us know how long it will take 
you to develop it. Do not delay the submission of any part of this information 
because of the unavailability of any other part. 

Very truly yours, 
A. S. Mrke Monroney, 
Chairman, Automobile Marketing Practices Subcommittee. 


SUPPLEMENTAL INTERROGATORY NUMBER 2 


1. Please list your total direct collision premiums written in New York State 
on private passenger cars, excluding fire and theft and other coverage for each 
year, 1950-56, inclusive. 

2. Please state your net worth, net income before taxes and net income as a 
percent of net worth before taxes for each year since 1939 (net worth should 
include paid in capital plus surplus unless otherwise designated; net income 
should include net underwriting profit or loss, net investment income and other 
investment gains or losses unless otherwise designated). 

3. Please submit a copy of your latest convention examination report. 

4. Please submit any statistical data which you have submitted to any State 
insurance authority showing your collision writings by class for any year 1950— 
55 or part thereof. 

5. Please list refunds made in each calendar year 1950-56. 


MUECKE, MULES & IRETON, 
ATTORNEYS AT Law, 
Baltimore, Md&, April 24, 1957. 
Hon. A. 8. MIKE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 


Dear SENATOR MONKONEY: This will acknowledge the receipt of your letter 
of April 16, 1957. 

We regret exceedingly that there has been a delay in submitting to you cer- 
tain additional information which you desire and which is available. 

The following schedules are enclosed: 

No. 1: Net collision premiums written in the State of New York for the 
ealendar years 1950 to 1956, segregated as to private passenger and commercial 
business. 

No. 2: Net collision premiums written in the United States for the calendar 
years 1950 to 1956, segregated as to private passenger and commercial business. 

No. 3: Collision return premiums allowed both as a result of correction. of 
errors in classification and as a result of confirmatory program for the years 
1955 and 1956, segregated by policy year. 

Schedule No. 2 confirms the information which was given your Mr. Busby 
over the phone. We direct your attention, however, to the fact that at that 
time the segregation between private passenger and commercial business was 
not available, so he was given the total. This schedule shows the breakdown 
for all except the 2 earlier years, which is not extant. 

We are also submitting to you a copy of Calvert’s convention report com- 
pleted as of December 31, 1955, for the 4 prior years. This was under the di- 
rection of the Pennsylvania Insurance Department in collaboration with the 
representatives of two other States. 

Calvert is in the process of compiling some additional information which will 
be submitted to you as promptly as possible. 

Yours very truly, 
MUECKE, MULES & IRETON, 
By J. FRANcIS IRETON. 


91018—57—pt. 1——-27 
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CALVERT FIRE INSURANCE Co. 


ScHEDULE No. 1.—Net collision premiums written in the State of New York for 
calendar years 1950-56, segregated as to private passenger and commercial 


Private Private Total Grand total 
Year passenger passenger commercial as per 
collision other than premiums schedule T 
premium collision 

CE ee 8 | tet ek, utes eth atone done sted 1 $2, 055, 567 $9008, GOL finns soi-in0s: $2, 459, 468 
la allan Fo EE ie PRS: EES, ce DN 1 2, 042, 249 POE Ls oeusdsanaide 2, 475, 853 
proreee 2 Asks Sask ot? gE. Glee e sli 3, 114, 534 580, 907 $116, 039 3, 811, 480 
Eich to Gidea wcelaokadeeniuennenmnl 1, 977, 878 343, 106 75, 220 2, 396, 204 
i idiikd nd dep ban abewwsndunedons amin 1, 670, 818 246, 886 52, 341 1, 970, 045 
Re A ei an rin ieee tae eh eek hema “ 2, 041, 395 307, 889 54, 787 2, 404, 071 
Leach bab le can seiudsdibesectduckabosccesce 1, 224, 345 277, 023 57, 203 1, 558, 571 





| 


1 The premiums for 1950 and 1951 include commercial premiums, 


SCHEDULE No. 2.—Net collision premiums written in the United States for years 
1950-56, segregated between private passenger car business and commercial 


Net private 








| 
Year | passenger Net commercial Total 
collision premiums 

premiums 
BR nniccnn<deasenegeylbinteties rte a4 6eenars sediey : (4) (4) $25, 243, 420 
Rees ee Uawebe etn base nen EnReE els (4) (4) 27, 397, 816 
PRL oddddh cee cabehbtvcaten. cu snsbitecdbsdscoses $34, 022, 967 $2, 292, 832 36, 315, 799 
heb oth eink « ildb Did wkd be dhe dma tehbe bused uuice 28, 883, 810 1, 853, 240 30, 737, 050 
tae a samo ms cee eet rats Ee aie eens ws amp 17, 178, 086 1, 056, 116 18, 234, 202 
SE call cnditciisienennetnmedddtestetnite: bak gS eae 25, 052, 748 1, 494, 383 26, 547, 131 
1956 Satan foes 14, 642, 587 1, 186, 647 15, 829, 234 


1 Not available. 


SCHEDULE No. 3.—Collision return premiums allowed both as a result of correc- 
tions of errors in classification and as a result of confirmatory program, for 
the years 1955 and 1956 segregated by policy year 





Policy years 
Calendar year 


1953 1954 1955 1956 Total 











aleeiiatccnieimaiiniaiateiniiaial iepetagamieeaiagl -geicacal aa eaesAe ea paleios sot a 
Diva visatitebeesuiaspesskamead | $26,048.18 $297,034.23 | $599, 642. 89 tenement $913, 725. 30 
Pee Ls cil obdadieccat 98, 895. 93 462, 727, 24 | 697, 489. 39 | $101, 061.19 1, 360, 083. 75 

TI inieticcnqmaihnnadu iin 124, 854. 11 752, 761. 47 | 1, 288, 132. 28 | 101, 061.19 | 2, 273, 809. 05 





ASSOCIATION REPORT OF EXAMINATION OF THE CALVERT FIRE INSURANCE Co., 
PHILADELPHIA, PaA., AS OF DECEMBER 31, 1955 


COMMONWEALTH OF PENNSYLVANIA INSURANCE DEPARTMENT 


I, Francis R. Smith, insurance commissioner of the Commonwealth of Penn- 
sylvania, do hereby certify that the attached is a full, true, and correct copy 
of the report of association examination, made as of December 31, 1955, of the 
Calvert Fire Insurance Co., located in Philadelphia, Pa., as the same appears 
of record and remains on file with this department. 

In witness whereof, I, have hereunto set my hand, and affixed the official seal 
of this department at the city of Harrisburg this 5th day of October 1956. 


[sEaL] Francis R. Smita, 
Insurance Commissioner. 
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PHILADELPHIA, Pa., June 13, 1956. 


To: ior. George A. Bowles, chairman of committee on examinations; chair- 

man, zone 2, National Association of Insurance Commissioners, Richmond, 
Va. 

Hon. Walter D. Davis, commissioner of insurance; chairman, zone 3, Na- 
tional Association of Insurance Commissioners, Jackson, Miss. 

Hon. A. J. Jensen, commissioner of insurance; chairman, zone 4, National 
Association of Insurance Commissioners, Bismarck, N. Dak. 

Hon. Francis R. Smith, insurance commissioner, Commonwealth of Penn- 
sylvania, Harrisburg, Pa. 


Sirs: Pursuant to your several instructions, an association examination, under 
the zone plan, has been made as of December 31, 1955, of the affairs and 
conditions of the Calvert Fire Insurance Co. The examination was made at the 
company’s administrative office, located in the First National Bank Building, 
Baltimore, Md. 

SCOPE OF EXAMINATION 


The Calvert Fire Insurance Co., hereinafter referred to as the company, was 
last examined by the Pennsylvania Insurance Department under the zone plan, 
and participated in by representatives of insurance departments of Alabama, 
Indiana, Texas, Idaho, and Maryland, as of December 31, 1951. 

This examination covers the period from January 1, 1952, to December 31, 
1955. At the request of the company, the regular triennial examination, which 
would have covered the period from January 1, 1952, to December 31, 1954, was 
extended to include the year ending December 31, 1955. 

The business of the company during the period from January 1, 1952, to and 
including December 31, 1955, was reviewed. In certain instances transatcions as 
of current 1956 dates were reviewed. The management of the company, its 
investment policy, and treatment of the policyholders’ interest were noted. 

The financial condition of the company as of December 31, 1955, is reflected by 
the statement incorporated in this report. 


HISTORY 


The Calvert Fire Insurance Co. (formerly the Pennsylvania Indemnity Ex- 
change, Inc.), was incorporated in accordance with the provisions of an act of 
the General Assembly of the Commonwealth of Pennsylvania, entitled, “An act 
relating to insurance; amending, revising, and consolidating the law; providing 
for the incorporation of insurance companies and the regulation, supervision, and 
protection of home and foreign insurance companies, etc.” approved the 17th day 
of May 1921, Public Law 682. 

The class of business for which the company was originally constituted was 
provided for under clause 2, paragraph B, section 202 of the act hereinabove cited. 

The plan or principle on which the business is to be conducted is the joint stock 
plan or principle. 

The original amount of capital stock of the company was $100,000, divided 
into 1,000 shares of the par value of $100 each. 

The proposed duration of the company is perpetual. 

The articles of agreement were enrolled in the office of the secretary of the 
Commonwealth in Charter Book No. 204, page 47, on the 26th day of March 1925, 
and recorded in the office for recording of deeds in and for the county of 
Philadelphia in Charter Book No. 88, page 588, on the 6th day of April 1925. 

Letters patent were issued on March 26, 1925. 

An amendment to the charter, approved June 20, 1928, and enrolled in Charter 
Book No. 231, page 284, extended the purpose of the company to include all 
coverages provided for in clauses 1 and 2, of paragraph B, section 202 of the act 
approved the 17th day of May 1921, Public Law 682. 

On January 14, 1943, the charter was again amended by further extending the 
purpose of the company to include clauses 1, 2, and 3, paragraph M, section 202 of 
the aforesaid act. This amendment was enrolled in C. B. C. roll 43-1, film 933 
to 945, inclusive. 
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The following changes in the corporate title of the company were approved by 
the Commonwealth of Pennsylvania: 


Date approved From To 


Nov. 23, 1926, enrolled in Charter | Pennsylvania Indemnity Fire | Pennsylvania Indemnity Fire 
Book No. 248, p. 299. Exchange, Inc. Corp 

Jan. 4, 1940, enrolled in Charter | Pennsylvania Indemnity Fire Calvert Fire Insurance Co, 
Book No. 388, p. 48. Corp. 





MANAGEMENT AND CONTROL 


Article V, section 1, of the bylaws provides: 

“The board of directors shall consist of seven members, who shall be elected 
annually by the stockholders from their own number by ballot, and they shall 
hold office until other directors are chosen and qualify in their stead. Directors, 
before qualifying to act as such, shall file with the secretary a written acceptance 
of the trust.” 


Board of directors 


The board of directors consisted of the following members as of December 
31, 1955: 





Members Residence Occupation 
seetes ms Blinn, Jr......- Ardmore, Pa__. | Vice president, Publicker Industries, Inc. 
Bey A, COREG sin nck sn te Baltimore, Md..| Executive vice president, Commercial Credit Co.; presi- 
dent, Commercial Credit Corp. 
E. “ aaa can ool ao oe do__.........| President, Commercial Credit Co. 
J. Francis Ireton..........}_-... do... .......} Secretary, Calvert Fire Insurance Co.; assistant secretary, 


Commercial Credit Co.; member of law firm: Muecke, 
Mules & Ireton. 


Homer Reed. -.........-- Berwyn, Pa.....| Real estate and insurance. 
mm. L. Van Bom.........<. Baltimore, Md | President, Calvert Fire Insurance Co. 
E. C. Wareheim.......... Riderwood, Md_| Chairman of the board, Calvert Fire Insurance Co.; chair- 


man of the board, Commercial Credit Co. 


Mr. R. A. Caldwell and Mr. Thomas M. McFadden served as directors from 
January 1, 1952, until April 26, 1955, when they were replaced by Mr. BE. L. Grimes 
and Mr. H. A. Cherry. 

On January 25, 1955, directors then serving filed with the secretary a written 
acceptance of trust. Mr. Grimes and Mr. Cherry filed written acceptance of 
trust on April 26, 1955. 


Officers 
Officers elected at a meeting of the board of directors held on January 25, 
1955, were as follows: 


Chairman of the board: BE. C. Wareheim 
President: H. L. Van Horn 

Vice President: J. H. Howard 

Vice president: A. W. D. Carlson 

Vice president and treasurer: W. A. Koegel 
Assistant vice president: J. R. Kline 
Assistant treasurer: W. E. Hathaway 
Secretary: J. Francis Ireton 

Controller: Leonard Jessen 


At a meeting of the board of directors on February 21, 1955, Mr. J. R. Kline 
was elected vice president. The resignation of Mr. W. BE. Hathaway as assistant 
treasurer was accepted by the board of directors at a meeting on December 27, 
1955, and he was elected assistant vice president as of that date. At the meet- 
ing of December 27, 1955, some additional junior officers were also elected. 





ewes 
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Committees 


By action of the board of directors at a meeting held on January 25, 1955, 
the following committees were designated : 


Executive committee: Investment committee: 
E. C. Wareheim BE. C. Wareheim 
H. J. Van Horn H. L. Van Horn 
J. Francis Ireton A. W. D. Carlson 


Salary committee: 
BE. C. Wareheim 
H. L. Van Horn 


CORPORATE RECORDS 


The minutes of the meetings of the stockholders and directors during the 
4-year period under examination were reviewed. 

Acts of the officers, directors, and executive committee for the years 1952, 1953, 
1954, and 1955 were ratified, approved, and confirmed as and for the legal and 
lawful acts of the company. 

Acts of the investment and salary committees were approved by the board 
of directors. 

Changes in the capital structure since the inception of the company to December 
31, 1955, as approved by the secretary of the Commonwealth, appear herein- 
after: 








Recording Increase | Capital 
paid in 


Date approved: Mar. 


Rs Bi Rnicttenditninn ssn nnnissg GUE THORS tr BR, Gi iahe nteticn ociiddindlidiniedicatnctiounes (4) $100, 000 
Return of actual in- 
crease filed: 
May 26, 1928....._...| Miscellaneous Corporation Record Book 164, p. 89 _....-.- $100, 000 200. 000 
Jan, 4, 1940......... Miscellaneous Corporation Record Book 231, p. 333.....-- $800, 000 | 1,000, 000 


1 Original. 
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FIDELITY BONDS AND OTHER INSURANCE 


The company, a subsidiary of the Commercial Credit Co., was protected, as of 
December 31, 1955, against such losses as are provided for in the following 
bonds and policies issued to Commercial Credit Co. and/or any and all com- 
panies now or hereafter affiliated with or subsidiary to the Commercial Credit 


Co. 





Issued by— Coverage 


Zurich Insurance Co.........-.-- 


Workmen’s compensation in all 
States, District of Columbia, 
and Canada, except Arizona, 
Nevada, North Dakota, Ohio, 
and West Virginia, which States 
are covered under individual 
State plan. 


Equitable Life Assurance So- | New Jersey temporary disability 


ciety. benefits. 
a a ee New York temporary disability 
benefits. 


The eeenetem Indemnity Co._..| Employee fidelity bond 





Also covers loss and damage to 
property caused by burglarious 
entry into premises, or attempt 
thereat and loss of money and 
securities occurring outside the 

remises while being conveyed 

y messenger, loss through re- 
ceipt of counterfeit currency, 
and securities deposited with 
public officials. 


a a caaciaie aaa Employee fidelity bond_........-- 
SR bcintninbicunintimntowdaada Excess (brokers blanket bond) - - -- 
SRS OR TIE- Denesitors’ forgery bond. 


Collision or upset and com prehen- 
sive coverage on company cars. 


National Union Fire Insurance | Furniture and fixtures, including 
Co. office equipment, materials, sup- 
plies, signs, and awnings, ma- 
chines, implements, etc., are in- 
sured against all direct loss b 
fire, lightning, windstorm, hail, 
explosion, riot, impact by air- 
craft or vehicles, and smoke 
damage. 
The Travelers Indemnity Co....; Comprehensive general liability _ - 


Excess general liability 


Motor-vehicle public liability and 
property damage on company 
cars, nonowned, hired, and in- 
dependent contractor cars used 
on company business. 


Primary (brokers blanket bond) - -| 


Limit of liability 


Workmen’s compensation to the 
extent of statutory compensation 
and occupational disease require- 
ments. Also employer’s liabil- 
ity limits of $100,000 per accident 
wherever such coverage is pos- 
sible and employers’ liability 
coverage for occ’ pational disease 
at limits of $5-$25,000 in all 
States where this coverage is 
necessary to improve protection. 
In addition, $100,000 extra medi- 
cal is provided in all States where 
it is possible. 

Statutory requirements. 


Do. 


less 
$5,000 deductible. 
$500,000. 


ranean on each employee, 


Po excess coverage over the 
primary bond. 

$100,000. 

Maximum liability on any 1 auto- 
mobile shall not exceed $3,500. 
Coverage is for actual cash value 
and less $100 deductible in case 
of collision or upset. 

Limit of liability for loss shall not 
exceed $25,000 in any 1 location, 
except for the home office in the 
First National Bank Bldg., 
where the limit is $309,000. 





Bodily-injury liability of $25,000- 
$100,000 and property damage 
liability of $50,0 0. 

$1,000,000 bodily-injury and prop- 
erty-damage liability. 

$50,000-$100,000 bodily-injury lia- 
bility and $5,000 property-dam- 
age liability. 
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EMPLOYEES’ WELFARE 


The company is joined with the parent company in providing, for the benefit 
of its employees, the following: 


EMPLOYEES’ RETIREMENT AND BONUS INCENTIVE PLAN 


Retirement plan 


The current amended retirement plan became effective January 1, 1951. Prior 
to January 1, 1951, the company adopted a retirement annuity plan, effective as 
of January 1, 1941, which was underwritten by the Metropolitan Life Insurance 
Company of New York. 

On December 31, 1941, the Commercial Credit Co. established a trust, cur- 
rently designated as the “supplemental benefit trust,” for the benefit of its 
employees and the employees of its subsidiaries, including Calvert Fire Insur- 
ance Co. The trust provides for retirement and disability benefits. 

The trust shall be administered by three trustees who always shall be directors 
of Commercial Credit Co., none of whom shall be an officer of Commercial Credit 
Co. or any of its subsidiaries. 


Bonus incentive plan 


The bonus incentive plan provides: If the net earnings of any operating unit 
or subsidiary unit for the incentive period (the 12-month period beginning on 
October 1 of each year and ending September 30 of the following year) exceeds 
an amount representing the stockholders’ return on allocated capital of each 
such respective unit, computed on the basis of 6 percent per annum for the 
incentive period on the allocated capital of each such unit, the amount of net 
income in excess of said amount representing the stockholders’ return on allo- 
cated capital shall be apportioned on the basis of 45 percent of said excess net 
income being credited to the incentive fund of each such unit. 


EMPLOYEES’ GROUP AND HOSPITALIZATION PLANS 


Group life and accident insurance 

Group life insurance (including permanent and total disability benefits) and 
group accidental death, dismemberment, and loss-of-sight insurance is provided 
for employees on a contributory basis. The amount of insurance for the eligible 
employees is based upon annual earnings, and the minimum amount of insurance 
provided is $2,000, with the maximum being $25,000. Retired employees are en- 
titled to carry insurance under the group life plan (but not under the group 
accident plan) equal to 50 percent of the amount of insurance carried at the 
time of retirement. 


Group hospitalization insurance 


Group hospital expense, surgical benefits, and a major medical expense plan 
is provided at no expense to the employee. This plan provides for payment for 
hospital room and board at the actual rate charged by the hospital up to $10 a 
day for a maximum of 70 days for any one period of hospitalization and other 
specified additional charges. Surgical fees are paid up to $250 in accordance 
with a schedule of operations, with a maximum amount allowed for each type 
of operation. The major medical expense plan was added on July 1, 1952, and 
provided for payment of 75 percent of certain excess expenses. mainly doctor and 
nurses’ fees, up to a maximum reimbursement of $2,500 in addition to the pay- 
ments received under the base plan. (Employees’ dependents also may be covered 
on a contributory basis.) 


TERRITORY AND PLAN OF OPERATION 


The company is authorized to transact business in the District of Columbia 
and all States and Commonwealths in the United States. It is also authorized to 
transact business in the Dominion of Canada and the Province of Quebec, Ontario, 
British Columbia, Manitoba, Alberta, Nova Scotia, New Brunswick, and Prince 
Edward Island. 

The company confines its direct business within the licensed territory. 

All certificates of authority for the 4-year period under review were examined, 

All net premium income during the period under review was from motor- 
vehicle, physical-damage business. 
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ALLOCATION OF PREMIUMS BY STATES, SCHEDULE T 


A tabulated listing by States, etc., of the premiums written for the year 1955 
shows the allocation of premiums by States, etc., as follows: 


Gross premiums, less return premiums 
















Location Direct Reinsurance Reinsur- | Net premiums 
writings assumed ance ceded 

emcee ale leche i, lapis NS $875, 926. 55 $92. 48 0 $876, 019. 03 
Se eI keh ce duae 230, 533. 24 3, 596. 42 0 234, 129. 66 
Geenebeiss SG Hadeliiiclan i tse 806, 321. 92 306. 34 0 806, 628. 26 
NR Si aed owe gl th sesida «dt dered be 748, 917. 54 2, 470. 54 0 751, 388. 08 
ee 175, 926. 46 420. 31 0 176, 346. 77 
peenaeee 22 ek 298, 266. 97 105. 38 0 298, 372. 35 
BIN a eco saps cLoinwe Kisii Ss 83, 450. 52 117. 45 0 83, 567. 97 
District. of Columbia... .......2<- it... 4c<- 104, 647. 84 43. 41 0 104, 691. 25 
at he tae conceal als “egelitleagy Seales Ai ecaings 1, 320, 099. 49 394. 49 0 1, 320, 493. 98 
We. 2 ol ke eel 799, 359. 11 261. 32 0 799, 620. 43 
ec ‘ ina 130, 250. 20 75, 13 0 130, 325. 33 
ee 1, 408, 259. 76 36. 73 0 1, 408, 296. 49 
BOS ae een 917, 950. 47 42. 63 0 917, 993. 10 
a ee ee Z 202, 547. 97 106. 12 0 202, 654. 09 
meiies Oo. oi 2 atelbden id cab 357, 053. 88 115. 06 0 357, 168. 94 
Me oes). doi Gets oi iu Soka 1, 429, 790. 12 107. 01 0 1, 429, 897. 13 
hie iclinit haat td de, cine helt 1, 234, 468. 44 1, 025. 85 0 1, 235, 494. 29 
en 420, 205. 87 23. 38 0 420, 229. 25 
RETR ae ee 1, 040, 284. 17 713. 60 0 1, 040, 997. 77 
ON eta cos sence 5 Lk 774, 442. 42 7, 665. 86 0 782, 108. 28 
i ae ll ea ee 771, 163. 89 180. 98 0 771, 344. 87 
a ar eagle EL SE be Ts 326, 782. 70 207. 36 0 326, 990. 06 
Mississippi........... od ahh inde mleh eda uaieicasetinala 1, 546, 273. 08 139. 16 0 1, 546, 412. 24 
I S06 bitin ddensthieinstis<niwcebnd 964, 532. 94 393. 25 0 964, 926. 19 
nt anata teeta tans, Mama SS SE: 220, 740. 62 0 0 220, 740. 62 
oe ee ee eel 55, 416. 58 0 0 55, 416. 58 
I eS eS 141, 242. 22 83. 00 0 141, 325. 22 
DO SURIOING.. «on ndics dn ccbcsdae reson 121, 409. 57 0 0 121, 409. 57 
| Sa cteeeainiy. a4 707, 635. 49 128. 89 0 707, 764. 38 
I oc a oe ol 204, 041. 03 517. 75 0 204, 558. 78 
ee em bibehenis 2, 404, 070. 84 402. 82 0 2, 404, 473. 66 
RTE Pee ae ee ee 2, 050, 435. 11 (36. 63) 0 2, 050, 398. 48 
oc 45, 495, 23 0 0 45, 495. 23 
EA teeta cet te eet ae peee 259, 869. 75 979, 287. 46 0 1, 239, 157. 21 
ESS Bk Tee Te eee ees oe 312, 563. 42 1, 045. 79 0 313, 609. 21 
OS EE aaa ae 163, 988. 20 61. 36 0 164, 049, 56 
a el 3, 374, 603. 06 932. 54 0 3, 375, 535. 60 
EEE So Ln acne ccuibbancunn cee 158, 063. 98 0 0 158, 063. 98 
Pr amernerie ti e  e 1, 390, 137. 06 44, 02 0 1, 390, 181. 08 
SO i, diss tiioecantine ptenlcehn 87, 036. 21 47. 39 0 87, 083. 60 
ND Scns Ai wa icuergstdmsniisteda cae 953, 967. 43 85. 78 0 954, 053, 21 
Re i Sa a ee (21, 079. 20) 1, 709, 936. 43 0 1, 688, 857. 23 
a cigs widen leet 280, 000. 03 0 0 280, 000. 03 
Li 5 a ueehnakcchusmnimaieoie Wade aes 174, 770. 10 0 0 174, 770. 10 
niles os pb catch bein nthe) seo eke ti 928, 774. 57 406. 32 0 929, 180. 89 
Ro ge 156, 115. 14 358. 7 0 156, 473. 92 
PE TR once oe chen phe. 1, 370, 959. 00 85. 79 0 1, 371, 044. 79 
eee, 200k ee ee ee 539, 834. 10 0 0 539, 834. 10 
OA A ccckincaind iacconshsdeswbmec 39, 026. 58 80. 50 0 39, 107. 08 
le eee eee 549, 930. 11 0 0 549, 930. 11 
Rites. 2.08. olde cL SOR SIE IS 2, 712, 108. 25 0 36, 348, 610. 08 





From a substantial check of the policy applications to the listings for 1955, it 
appears that the premiums are allocated in accordance with the above. 


POLICY FORMS AND UNDERWRITING PRACTICE 


Policies issued by the company are standard form policies covering automobile 
physical damage with special provisions as respects the States of Kansas, North 
Carolina, and Michigan, and exceptions as respects the State of Texas. 

The aforesaid policies indicate that they do not provide for bodily injury or 
property damage coverage. 

The company does not reinsure any of its business due to the fact that the 
loss of any one risk is limited to physical damage on individual motor vehicle 
policies. 

The company has issued three types of master policies to Commercial Credit 
Co. (its affiliates and subsidiaries) or assignees.. The three master policies issued 
are double-interest fire, theft, and collision for all types of motor vehicles; 
single-interest fire, theft, and collision for passenger-type motor vehicles; and 
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single-interest fire, theft, and collision for commercial-type motor vehicles. 
Company Officials stated that a master policy of each of the three types had 
been executed by the company for the District of Columbia and each State in 
which the company is licensed to operate, except Iowa and Kansas, where 
master policies are not permitted. 

The master policies covering the doube-interest fire, theft, and collision for all 
types of motor vehicles have been filed and approved in all States with the excep- 
tion of Iowa and Kansas. The company did not consider it necessary to file 
either of the single-interest master policies. The master policy used and the 
master policy endorsements are filed by NAUA with the various departments and 
approved by the several departments. 

The master policies-are similar in form and are used to indicate the insurance 
relations between the company and Commercial Credit Co. (its affiliates and 
subsidiaries ). 

It is provided in each master policy that the company insure Commercial Credit 
Co. (its affiliates and subsidiaries) or assigns and purchasers or borrowers for all 
motor vehicles the retail purchase or lease of which it has financed or upon the 
security of which it has made loans. The double-interest policy automatically 
provides coverage for 30 days beginning from the date of the financing trans- 
action or the date of the loan if a request for insurance is reported within 30 days. 
This is necessary because Commercial Credit Co. is actually purchasing insurance, 
and there is no agent or representative in the offices where the finance sale or 
loan is made with authority to immediately bind the company. 

The master policies insure Commercial Credit Co. (its affiliates and subsidi- 
aries) or assigns, as to their interest over the period covered by the individual 
policy. In this respect it is similar to the loss-payable clause endorsement to 
individual policies. 

The master policies also provide that Commercial Credit Co. shall report and 
remit premiums for individual policies within 30 days and in case of cancellation 
effect disbursement of premium refunds to the assured. They also state that it 
is the duty of Commercial Credit Co. to only insure motor vehicles on which it 
holds valid liens, and to notify the company of any change in ownership or 
increase in hazard to any automobile insured. 

The company agrees to pay any loss due Commercial Credit Co. even though 
the individual policy has been voided through acts of the insured. 


Payment of return premiums (motor retail loan) 


All return premiums on motor retail loans, except in one State where a check 
is issued in the name of the finance company and assured, are handled as a 
bookkeeping transaction. The finance company’s account is credited with the 
return premiums and it then becomes the responsibility of the finance company 
to either credit the account of the assured or send him a check. In some 
instances a notice of return premium is sent to the assured notifying him to 
contact the finance company in regard to this credit. There is no information 
in the company’s files indicating the final disposition of these return premiums. 
To ascertain this it would be necessary to audit approximately 314 local branch 
offices of the finance company. A spot check was made of five of these local 
branch offices located in Pennsylvania and Maryland and some irregularities 
were noted. These were referred to the branch managers for correction. The 
company has agreed that in all cases of return premiums a notification or check 
will be mailed to the assured. 


Payment of return premiums (direct loan) 
The payment, by check, of return premiums on cancellations of direct loans 
is sent direct to the assured in instances where the finance company has no 


interest. The check is drawn to the finance company or assured, where the 
finance company has an interest, and mailed to the finance company. 


BATES 


In a review of the rating practices it was noted that improper charges were 
used in some instances, subsequent to a rate change, and as a result a number 
of improper charges were made. This was due to the use of the old rate chart 
to business written after the rate change because Commercial Credit Corp. did 
not have sufficient time to prepare and distibute rate charts to local offices of 
the finance company or to their dealers. The company has notified the under- 
writing department that the proper effective date of a rate change must be used 
in computing insurance cost. This, however, does not eliminate the possibility 








422 AUTOMOBILE MARKETING PRACTICES 


of an improper charge at the inception of the deal by automobile dealers or 
Commercial Credit Corp. The underwriting department does not know from the 
data supplied from the Commercial Credit Corp. branch records what charge is 
made for collision, comprehensive fire and theft coverage, because the premium 
collected is shown for a package deal which includes creditors group life; health, 
accident, and bail bond, and service certificates. 


RATING AND STATISTICAL REPORTING 


The company is a member of the National Automobile Underwriters Associa- 
tion and uses its published rates. It is also a member of the National Board 
of Fire Underwriters. 

A set of punched statistical cards is furnished to the National Automobile 
Underwriters Association. 

REINSURANCE AGREEMENTS 


Reinsurance agreements were in force during the 4-year period under review 
with the companies listed below : 
Pacific National Fire Insurance Co. 
Cavalier Insurance Corp. 
Vehicle Insurance Exchange 
During the period that these agreements were in force, settlements on account 
of premiums, losses and salvage were made as provided by the contracts. 


Pacific National Fire Insurance Co. 

A reinsurance agreement between the Pacific National Fire Insurance Co., 
hereinafter referred to as Pacific National, and the Calvert Fire Insurance Co. 
provided that effective as of January 1, 1951, the company will indemnify 
Pacific National against loss (including allocated loss adjustment expense paid 
to adjusters for claim handling) exceeding 50 percent of the earned premiums 
on business in certain territory for a consideration of 22% percent of the 
earned premiums, calculated at full manual rates in the territory involved. 

This agreement was terminated as of April 1, 1953. 


Cavalier Insurance Corp. 

Effective January 1, 1953, Cavalier Insurance Corp., hereinafter called “‘Cava- 
lier,” reinsured with Calvert 50 percent of the unearned premiums of policies in 
force as of January 1, 1953, and 50 percent of all risks of insurance written by 
Cavalier effective from and after the lst day of January 1953. This contract 
provided that Cavalier shall pay to Calvert reinsurance premiums in the same 
percentage or pro rata share as the interest ceded, that is, 50 percent of the 
total full-policy premiums, less return premiums and cancellations on all busi- 
ness a pro rata portion of which is ceded, less Calvert’s pro rata share at the 
rate of 50 percent of all losses and loss-adjustment expenses, and less a reinsur- 
ance fee of 5 percent of the total full-policy premiums, less return premiums and 
cancellations on all business, a pro rata share of which is ceded. Such fee shall 
be adjusted and paid monthly. 


Vehicle Insurance Exchange 


Calvert Fire Insurance Co. agreed to reinsure Vehicle Insurance Exchange, 
hereinafter called “Vehicle,” to the extent of 95 percent interest or pro rata 
share of all risks of insurance written by Vehicle in the State of Ohio, effective 
from and after the 23d day of May 1952. This contract provided that Vehicle 
shall pay to Calvert reinsurance premiums in the same percentage or pro rata 
share as the interest ceded ; that is, 95 percent of the total full-policy premiums, 
less return premiums and cancellations on all business, a pro rata portion of 
which is ceded, less Calvert’s pro rata share at the rate of 95 percent of all 
losses, loss-adjustment expenses, and all other expenses of every kind and 
nature incurred and paid by Vehicle. 

This agreement was terminated as of December 31, 1952, and was superseded 
by a new agreement in which Calvert agreed to reinsure Vehicle to the extent 
of 95 percent interest or pro rata share of all risks of insurance written by 
Vehicle in the State of Ohio, effective from and after the Ist day of January 
1953, and in consideration thereof Vehicle shall pay to Calvert reinsurance 
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premiums in the same percentage or pro rata share as the interest ceded; that 
is, 95 percent of the total full-policy premiums, less return premiums and can- 
cellations on all business, a pro rata portion of which is ceded, less Calvert’s 
pro rata share at the rate of 95 percent of all losses and loss-adjustment ex- 
penses, and less a reinsurance fee of 2914 percent of the total full policy pre- 
miums, less return premiums and cancellations on all business, a pro rata 
portion of which is ceded, the reinsurance fee to be adjusted monthly, not later 
than the end of the next succeeding calendar month, on a cumulative basis. 


DIVIDENDS 


During the 4-year period under examination, one dividend was declared in 
the amount of $8 million payable December 28, 1953, to stockholders of record 
on December 28, 1953, said dividend being $800 on each share of common stock 
issued and outstanding, and payable on December 28, 1953. 


GROWTH OF COMPANY 


The following exhibit reflects the net premiums written, dividends, and 
increase in surplus for the years 1952, 1953, 1954, and 1955: 


1952 1953 














| 1954 | 1955 
Net premiums written-_-_-_...........-_| $46,039, 704.18 | $40, 356,776.86 | $23, 829, 922. 57 $36, 348, 610. 03 
Bos clus tewilbhalat ness 0 8, 000, 000. 00 
EE A ois erin cbcditecsnss 


0 0 
2, 593, 212.18 | (3, 264, 958. i 8, 495, 074. 54 3, 583, 300. 35 





ACCOUNTS AND RECORDS 


Trial balances were taken from the general ledger of the company for the 
years ending December 31, 1952, 1953, 1954, and 1955, and reconciled to the com- 
pany’s annual statement filed with the insurance departments. Postings from 
the books of original entry to the general ledger were checked for selected 
periods. Footings were test checked and canceled checks were compared with 
disbursement records and supporting vouchers were examined. 

Payroll authorizations for a specific period were checked to the record of 
payments made and found in order. All canceled checks and the personnel rec- 
ord cards for the selected period were checked against the payroll journal. 

Certain joint expenses applicable to the Calvert Fire Insurance Co., Cavalier 
Insurance Corp., Vehicle Insurance Exchange, and Vehicle Underwriting Co., 
are paid by the Calvert Fire Insurance Co. The company is reimbursed for 
these expenses based on an item count. There is no written contract or agree- 
ment setting forth the conditions of the joint operations of the mentioned com- 
panies. There was a small difference in the amount charged the Cavalier Insur- 
ance Corp. for its portion of the joint expenses and the amount which Cavalier 
should have been charged. However, for the purposes of this report the com- 
pany’s figure was used. 

FINANCIAL STATEMENTS 


Statements in comparative form follow, showing the company’s admitted as- 
sets, liabilities, surplus and other funds, and the underwriting and investment 
exhibits at December 31, 1952, 1953, 1954, and 1955. 

The figures for the years 1954 and 1955 reflect the results of this examination, 
while those of prior years were obtained from the company’s annual statements, 











424 AUTOMOBILE MARKETING PRACTICES 


Comparative statement of assets, liabilities, surplus, and other funds 


























1952 1953 1954 | 1955 
ASS? TS 
Bonds..... vebuhbdomnvcbustasedirmecadacet $62, 952, 860. 62 |$58, 026, 845.99 | $53, 291, 121.35 |$64, 880, 744. 71 
Stocks____- agmatine dati 890, 701. 15 918, 076. 15 1, 312, 253. 15 3, 090, 904. 15 
Cash in company’ s Office____- 100. 00 100. 00 150. 00 150. 00 
Cash on deposit in banks and trust com- 
panies 1, 597. 660. 76 6, 139, 399. 43 7, 021, 375. 82 2, 275, 753. 62 
Agents’ balances or uncollected premiums.. 1, 467, 498. 59 978, 803. 76 352, 170. 43 246, 956. 52 
Miscellaneous accounts receivable--- -- ai 5, 717. 77 11, 262. 87 14, 603. 06 8, 985. 80 
Refund receivable, Federal excess profits. -- 219, 632. 27 0 0 0 
Interest, dividends and real estate income | 
due and accrued... 156, 627. 78 188, 026. 42 | 248, 440. 00 361, 542. 21 
Salvage and subrogation recoverable on aid 
losses snimnivistoin thine aCe aaeltnah : 0 494, 588. 36 349, 437. 69 
i acaniniiaicieeineie Es ; ; cena canine 
ee cacbupyae 67, 290, 708. 94 | 62, 734, 702.17 | 71, 214, 474. 70 
LIABILITIES, SURPLUS AND OTHER FUNDS ' ‘ 
Losses__..- ‘ji asiatisteidibibss wade) 4 BES. SS 4, 072, 619. 67 2, 207, 480. 30 3, 248, 343. 61 
Loss adjustment expenses _ Siestoanisietobeatdistaaits 537, 374. 25 568, 508. 07 551, 870. 08 812, 085. 91 
Other expenses, underwriting. -.-........--- i 424, 914. 89 210, 641. 28 200, 822. 68 278, 908. 98 
Taxes, licenses and fees, underwriting-----_- 1, 413, 151.37 | 1, 467, 905. 38 507, 336. 51 755, 513. 06 
Federal income taxes__....................-.| 3,191, 056. 51 5, 441, 058. 50 7, 330, 450. 58 3, 303, 391. 35 
IR I i. ntinedconmnnsnnans 38, 125, 555. 24 | 38, 498, 999.42 | 27, 440, 830. 33 33, 919, 854. 87 
Amounts withheld or retained by company 
for account of others. __- 56, 439. 40 19, = 27 17, 803. 12 34, 202. 87 
Estimate, misclassification of collision risks- 0 0 800, 765. 13 
ED SN dk ng cn cuciuis eoabenst ®, 042, 806. 2 50, 279, 480. 50 38, 3 256, ! 593. 60 43, 158, 065. 78 
Reserve for contingencies__...............-- 0 0 “456, 5, 000.00 | 3 56, 000. 00 
Reserve for fluctuation in market value of | 
securities - stibsent bas inadiedate 482, 143. 56 712, 011. 65 1, 068, 404. 55 1, 228, 308. 28 
INN Sh Sid Sale weed 1, 000, 000. 00 1, 000, 000. 00 1, 000, 000. 00 1, 000, 000. 00 
Unassigned funds (surplus) -..........-....-- 17, 765, 849.11 | 14, 271, 022.38 | 21,953, 704.02 | 25, 477, 100. 64 
Surplus as regards policyholders... -- 19, 247, 992. 67 15, 983, 034. 03 I: 24, 478, 108. 57 rf 28, 061, 408. 92 
00, 798. 2 | 71, 214, 474. 70 
| 


ON acta iain sheet 67, 200, 798. 94 | 66, 262, 514. 62 | 62, 734, 702. 17 





1952 | 1953 
































CAPITAL AND SURPLUS ACCOUNT 
I RE 8 iccttdn nb ttiticnnmtdocidaditns cbtmedsusesecved $2, 704, 878. 43 _*, 72, 830. 05 
Net unrealized capital gains or (losses)...........-_-- cee 138, 139. ‘34 Lar 1 16, 369.25. 
Net gain or (loss) from increase or (decrease) in nonadmitted assets_.___- 2 155, 377. 23 2 44, 157.94 
Increase or (decrease) in foreign exchange adjustment. _...........--..-- S Wicks bie - coe 
ot 2 as Leiscbsansanautesclosciguseresmuaea 8, 000, 000. 00 
ne cgieliedhdasodannannonanalssuctenacess roe 
Estimate, misclassification of collision risks_..................-.--.-.--- a a 
Hote) wht eelte oF OOS) as < isis dns sinseewdsacsnnessnace Sih ind oxeead (111, 666. 25) ~ (8, 027, 788, 69) 
Increase or (decrease) in surplus as regards policyholders for the 
Li, ncttieddcnasddnddctnentibtesdiavlethdlodedstiasecsnuebs 2, 593,212.18 | (3, 264, 958. 64) 
Surplus Dec. 31, previous year...........-.---------------------------- | 16, 654,780.49 | 19, 247, 992. 67, 
ee CET Ws END I Nc ccc cade cc caccdccccoccccoseucs ae 19, 247, 992.67 | 15, 983, 034. 03 
Bnerense of Gleerette) in SUFPlAs. 22.6.6 oes ness coiccccc-cnccnes 2, 588, 212.18 | (3, 264, 958. 64) 
Percentage of losses incurred to premiums earned__-__._-...-.---- tats chatnassiniiell be ~ 69. 53. 60.5 38° 
Percentage of loss expenses incurred to premiums ONE ce ca 9. 58 10. 54 
Percentige of other underwriting expenses incurred to premium earned... 8. 26 6.99 
— of investment expense incurred to gross interest and dividends 
Pew b dds dbecbiddadeuadecdsstcdssansedavsdossdendcccetensoue 2.71 1,26 





1 Gain in surplus. 
4 Loss in surplus. 
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Premiums earned... 


Losses incurred i peated. d. arsted coud... 
Loss expenses incurr¢ ed_ és 
Other underwriting expenses incurred __- 


Total underwriting Geaucthons..... ....ncncssscdsccddoceccescnsdsacest 
Net underwriting gain or (Joes) ..2.<<.. <2... ted... 55---s--ee 
INVESTMENT INCOME 


Interest and dividends earned. -- aki 
Investment expense incurred. --_-.........--- 33.088 


Net investment income earned... ..-........-.-------------22--. 


Profit on sales or maturity.............-.-. tne 
Loss on sales or maturity_...............---- 


Net realized capital gains or (losses) - - - 
pO ES eee eee 
OTHER INCOME 


Net gain or (loss) from agents’ or ore balances charged off_..._____- 
Conscience money ----- wartiad thie 
Income from Canadian Exchange.. Ee a 
ON ie TR OU OU io sks onan omnnnennneesindadnn 
Interest on Federal income tax prior years_-- ~eguoesepiecas ke aaae 
Income from unclaimed checks. - ce 

Interest on Canadian income tax prior years. 

Net profit on sale of waste paper ‘ 


Total other income... 


Net income before Federal income taxes. ...............-..---- 
Federal income taxes incurred - sew Erica chia ha waleniineidadeianane 


Net income (carried forward) -- ---- 


CAPITAL AND SURPLUS ACCOUNT 

Net unrealized capital gains or (losses) - 
Net gain or (loss) from increase or (decrease) in nonadmitted assets ___- 
Increase or (decrease) in foreign exchange Re... 
Dividends to stockholders (cash) - ss deletes 
Western Adjustment Co. note che arged eee kes oe 
Estimate, misclassification of collision risks___-.-_- 


Total net gain or (loss) .......------- 


Increase or (decrease) in oro 8 as regards —_ holders for the 
year : etd poe 


Surplus Dec. 31, previous year amebaeleia 
Surplus Dec. 31, current year douse geek atthe bead 


Increase or (decrease) in surplus._............-.------- lila al 


Percentage of losses incurred to premiums earned 

Percentage of loss expenses incurred to premiums earned _____- 

Percentage of other underwriting expenses incurred to pre miums earned. 

Percentage of investment expense incurred to gross interest and dividends 
earned ; a ed cc en ae De ee 





1 Gain in surplus, 
2 Loss in surplus. 
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1954 1955 
| $34, 888, 001. 66 | $20, 869, 585. 49 
15, 184,030.45 | 16, 870, 424.32. 
4, 219, 934.44 | 4, 272, 480. 26 
1, 302, 378. 05 2. 676, 543. 06 
20, 706, 342. 94 | 23, 819, 447.64 
; i, 181, 748,72 ~~ 6, 050, 137.85. 
1, 127, 494.47 | 1,300, 675. 47 
13, 394. 24 14, 213.17 
1, 114, 100.23 | 1, 286, 462. 30 
493,134.65 | 38, 048. 52 
14,856.50 | 160, 199. 48 
98, 278. 15 (122, 150. 96) 
4,212.3 378, 33/1, 164, 311, 34 
(48. 58) (254. 33) 
0 0 
0 0 
28. 02) (140. 51) 
0 0 
43. 30 126. 90 
0 12. 61 
520. 54 628. 93 
487. 24 373. 60 
15, 304, 61 4. 34 7, 21 4,8 $22 79 
7, 247,946.31 | 3,027, 217.44 
8, 146, 668. 03 








1 258, 814. 75 
1 89, 655. 25 


~ 263, 49 


my 406. 51 


8, 495, 074. 54 


15, 983, 034. 03 | 
24, 478, 108. 57 





_ Ones. 54 


43. 52 
12. 10 


3.73 


1.19 | 





a 18%, 605. 35 


1 282, 054. 69 
285, 524. 99 


“4 69. 57 
__ #800, 765. 13 


(604, 305. 00) 


3, 583, 300. 35 





~ 2', 478, 108. 57 
28, 061, 408. 92 


3, 583, 300. 35 


56.48 
14. 30 
8.96 


1.09 
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ASSETS 
Bonds, $64,880,744.71 


Bonds owned by the company at Dec. 31, 1955, are summarized as follows: 

















Book and 
Classification amortized Par value | Market value Actual cost 
value 
— |_-____ 
Government: 

INNO: ice nctReiiebcceadsccke $29, 440, 594. 50 |$29, 950,000 | $29, 222,325.00 | $29, 168, 538. 67 
SS ck Aba tel Rs oh cee . 563, 403. 39 560, 000 551, 400. 00 566, 165. 00 
States, Territories and possessions---__--__- 3,053, 451.17 | 2, 980, 000 3, 053, 451. 17 3, 063, 075. 88 

Political subdivisions of States, Territories 
and possessions --- 3, 148, 224.16 | 3,073,000 3, 148, 224, 16 3, 160, 364. 61 

Political subdivisions of Dominion of 
Canada. ----- ; 119, 490. 07 120, 000 119, 490. 07 119, 248. 99 
Special revenue and assessment obligation. -| 14, 982, 320. 54 | 14, 970, 000 14, 855, 060. 00 14, 993, 802. 80 
Sa is es OR ae baie cnpmentersini 9, 196, 584. 69 9, 226, 000 9, 125, 672. 49 9, 198, 046. 93 
Public utilities. _ . PEE chdewa neon 1, 147, 321. 35 1, 102, 000 1, 156, 100. 00 | 1, 164, 186. 42 
Industrial and miscellaneous__..__-_- iiekitines 3, 229, 354.84 | 3, 265, 000 3, 196, 466. 51 3, 218, 500. 97 

Bes — _ _ } 

NE a kaie es crRUUER casas nnnnaninnnin 64, 880, 744. 71 | 65,246,000 | 64,428,189.40 | 64,651, 930. 27 





The company keeps all bonds, other than those on deposit, in the safety 
deposit vaults of the Philadelphia National Bank, 421 Chestnut Street, Phila- 
delphia, Pa., under a custodianship agreement with that institution. These were 
verified at the bank by inspection and count March 12, 1956. 

Certificates or confirmation verifying bonds on deposit in compliance with 
statutory requirements were obtained by correspondence. The following schedule 
shows the location of depositories, description and value of bonds on deposit. 








Location Description Par value Amortized 
value 
| ———-) en 
Commonwealth of Pennsylvania_._....- se ee a citar eatin $200, 000 | sa01.ou. 4 $201, O11. 64 
IR ERs 5 cdi danske pt-osdenneecel nani Ola ost naa k ee 10, 000 | 10, 050. 58 
Dominion of Canada.................--- 5th Victory Loan 3-percent_.__.__- 200, 000 | 198, 600. 78 
niin clas is Eiibadicaind iieivaiat mise ..| Dominion of Canada 3- percent....| 300, 000 | 304, 299. 05 
Bi ihiabsibcebtinninctbndahadinkinadibeetinginnhciaandl ie siteididadiiiied- owes | 60, 000 | 60, 503. 56 











lla ie | 770, 000 | 774, 465. 61 


a _— SS - ——— _ eeeseneeanoeemn 





The company amortizes bonds, all of which are amortizable, according to the 
requirements of the National Association of Insurance Commissioners, on the 
scientific basis to option, call, or maturity date, based on the net yield to the 
company. Adjustments are made on the books monthly. Extensive test checks 
made of amortized values as of December 31, 1955, disclosed that these adjust- 
ments have been accurately determined. 

All bonds owned were current as to principal and interest at December 31, 
1955. Purchases and sales for the period under review were checked against 
supporting brokers’ invoices and receipts. With the exception of several transac- 
tions, which were approved during the course of this examination, all transac- 
tions had been authorized and approved as shown in the minutes of the invest- 
ment committee and board of directors’ meetings. 
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The following is a summary of the transactions in the company’s bond ac- 
count during the period covered by this examination: 








1953 





Book value Dec. 31, previous year...---. 


Cost of bonds nonwined io. ncisecdu 
Increase by adjustment. .-......--- 
Prot GRA ccnsosaeyssnecsese 


Deduct: 
Sold, redeemed, or otherwise dis- 
We 2 Act aseccksestbees 

Decrease by adjustment.__-- 
Loss on sales 





Total deductions.............-.-- 


Book value Dec. 31, current year. 





$53, 843, 334. 92 
42, 750, 885. 99 
ar 970. 60 

5, 739. 09 


96, 746, 930. 60 


$62, 952, 860. 62 
45, 258, 062. 50 


1954 


$58, 026, 845. 99 
30, 422, 291. 95 


1955 


$53, 291, 121. 35 


56, 942, 876. 09 
152, 705. 44 
37, 768. 88 





216, 233. 84 196, 327. 30 
36. 086. 31 113, 134. 65 
108, 463, 243. 7 88, 758, 599. 89 


110, 424, 471. 76 








33, 632, 554. 39 


50, 342, 038. 99 














35, 387, 161. 59 





45, 218, 420. 55 








82. 145. 95 13.077. 83 65, 492. 71 165, 574. 40 

79, 369. 64 81, 280. 46 14, 824. 24 159, 732. 10 

33, 794, 069. 98 | 50.436, 397. 28 | 35, 467,478.54 | 45, 543, 727. 05 
” 62, 952, 860.62 | 58,026, 845.99 | 53, 201,121.35 | 64, 880, 744. 71 


Interest received on bonds and interest paid on purchases was traced to the 


appropriate records. 
the company’s 


cluded in the foregoing financial statement as a nonledger asset. 
Interest earned and the average rate of return based on the yearly mean book 


value of bonds for the period under review 


exhibit: 














Accrued interest amounting to $361,542.21 as shown in 
statement was found to be substantially correct and has been in- 


are reflected in the following 











1952 1953 1954 1955 

aa unin duane ninichaameiiaey - — 

Gross interest received. ............ $1, 020, 338. 25 $1, 165, 538. 55 $953, 288. 71 $1, 306, 770. 51 
Add: 

Accrual of discount -- 146, 970. 60 | 216, 233. 84 196, 327. 30 152, 705. 44 
Accrued interest, current ye: ar 156, 627. 78 | 188, 026. 42 248, 440. 00 | 361, 542. 21 
Ca i 1, 323, 936. 63 | 1, 569, 798. 81 1, 398, 05 6. 01 or | 1, 821, 018. 16 
Deduct: tt [ + nf bs a a5 Bs g 
Accrued interest on bonds acquired. 58, 005, 25 | 118, 909, 53 67, 409. 26 | 188, 593. 16 
Amortization of premium_________- 82, 145.95 | 13, 077. 83 65, 492.71 | 165, 574. 40 
Accrued interest, previous year 173, 736. 62 | 156, 627. 78 188, 026. 42 248, 440. 00 

o an |__| 
Total deductions_.-_...........- 313, , 887. 82 | 288, 615. 4 320, 928. 39 602, 607. 56 
— = = = |S — soos —————_————————————— 
Net interest earned A, 010, 048. 81 1, 231, 183. 67 A, 218, 410. = 


Mean book value-_.......-.-- 
Ratio of earned interest to mean book 
value (percent) -.- de 


Stocks $3,090,904.15 





58, 398, 097. 77 | 


1, 077, . 127.62 | 





60, 489, 863. 30 








The following is a summary of the stocks owned by the company at December 31, 
1955, together with a schedule of dividends received for the year: 





Description 


Railroads 
Public utilities 


Banks, trust and insurance companies.___- 


Industrial and miscellaneous 





Book Cost Market 
| value value 
EERE nape Bs na st 
oii. | $131,985.21 | $131,985.21 | $168, 800. 00 
— | 1,080, 170. 23 | 1, 080, 170. 23 | 1, 282, 869. 00 
a 118, 175. 00 | 118, 175. 00 164, 905. 00 


1, 135, 047. 91 1, 135, 047. 91 


1, 474, 330. 16 





Dividends 
received 


$4. 000. 00 
35, 393. 95 
7, 115. 00 
35, 338. 70 





E 2, 465. 378. 35. | 2, 465, 378. 35 


3, 090, 904. 15 


81, 847. 65 


The stocks owned were verified by physical inspection and count in the safety 
deposit vault of the Philadelphia National Bank, 421 Chestnut Street, Philadel- 
phia, Pa., where they are maintained under a custodianship agreement with that 


institution. 
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Bills, invoices, and other data in support of all transactions in stocks during 
the period under review were checked. All sales and purchases made during 
the past 4 years were authorized by the investement committee and board of 
directors. 

On the basis of values as established, the market value of the stocks over the 
book value at December 31, 1955, was $625,525.80, which amount was included 
as a nonledger asset in the financial statement of this report. 

Market values of all stocks were based on values promulgated by the committee 
on valuation of securities of the National Association of Insurance Commis- 
sioners. 

The following exhibit reflects the changes in the company’s stock account 
during the period under review, as well as the return on the stock investment: 


























1952 1953 1954 1955 
— value Dec. 31, previous year............-- $304, 753.88 | $822,414.04 | $833,419. 79 $968, 782. 04 
Cost of stocks CONG css cceccncnccewaiene 1, 043, 670. 21 12, 190. 72 135, 750.98 | 1, 551, 720. 23 
UD BONG in isbn bb cnn dk coe cils tle 20, 118. 56 0 0 279. 64 
Ee atactive cadaraetessonmatanne entree 1, 368, 542. 65 834, 604. 76 969, 170. 77 2, 520, 781. 91 
Deduct: 4 ge 
Sold, redeemed, or otherwise disposed of... 542, 823, 62 1, 158. 64 356. 47 54, 936. 18 
SIMI sicsitpinanhiow-anminarapeenateieieiiesianemte 3, 304. 99 26. 33 32. 26 467. 38 
Petal Gotuntionss ius 2. sssicducdince con 546, 128. 61 1, 184. 97 388. 73 55, 403. 56 
Book value Dec. 31, current year.............-- 822, 414. 04 833, 419. 79 968,782.04 | 2,465, 378. 35 
Mean book value-.-..-------- clinica oaiiiitetenaal 563, 583. 96 827, 916. 92 901,100.92 | 1,717,080. 20 
Ppevemnes WOON WOE. 6.2. ce sed 26, 531. 00 45, 392. 03 49, 951. 67 81, 847. 65 
Ratio of dividends received to mean book ot 
eR iinnictanteninninnamanveamael percent... 4.71 5. 48 5. 54 4.78 


Cash in company’s office, $150 


Cash on hand was counted and verified March 19, 1956, and found to be 
correct. 


Deposits in trust companies and banks, $2,275,753.62 


Certificates were obtained directly from the various depositories certifying the 
amount credited to the company’s account in each depository as of December 31, 
1955. The certified balances as reported were reconciled, and showed that the 
amounts Were in agreement with the company’s records. 

All bank deposits are noninterest bearing regular checking accounts. As of 
December 31, 1955, the company had deposits in five banks totaling $2,275,753.62. 


Agents’ balances or uncollected premiums, $246,956.52 


This asset represents the net amount of premiums receivable by the company 
after commissions due agents and premiums over 90 days. 

Commissions on premiums produced through the Commercial Credit Co. finance 
account involve only countersigning commission to the agents in each State 
except California and Tennessee, where 25 percent direct commission is paid. 
Countersigning commissions range from one-quarter of 1 percent to 5 percent. 


Account: Commercial Credit Co.: 


eces pre poeeneetes ee oe ee $276, 501. 87 
i am pentane Ditto 41, 557. 02 
I aca alice catered ed anegenigadiiensoanenes 12. 30 
rare TON oi Os alrcepnsissniteas en cree neem scence acenmn resin 234, 932. 55 


The following accounts are carried net as to produce premiums receivable 
as indicated below. The F. G. Ross Agency is paid a 25 percent commission on 
agency business. Other agency business is paid a commission running from 15 
to 25 percent. 

Net premiums 


Agency account: receivable 
a occas meals dons AN as ibs um tmsgaiviere vig udm ewes en ebenae $10, 414. 22 
eats ei Renin en elk erin erevgsnnere 1, 140. 38 


eect 11, 554. 60 
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The following account represents the premium due the company under the 
provisions of the stop-loss agreement terminated as of April 1, 1953: 


Net premiums 
receivable 


Account: Pacific National Fire Insurance Co__~--~-----------------_ $469. 37 
A summary of the above items follows : 


Net premiums 





Account: receivable 
Commercial Credit: Co.........................-. ae $234, 932. 55 
Aes . ecconnt...... canes eet inn aes 11, 554. 60 
Paeme Nations! Eire Insurance. 00... —...3 ee 469. 37 

met 20h se Le a ee 246, 956. 52 


Miscellaneous accounts receivable, $8,985.80 
Items classified as miscellaneous accounts receivable consisted of the following: 
Accounts receivable : 


ON 1 $9, 574. 21 
Pr RO no ee ee eee on * 285. 55 
Losses recoverable, Pacific National Insurance Co., stop-loss agree- 





TUTE sista Senses secs Sicigt line Sontag aes ats eeepc dn 7, 862. 79 
Salvage and subrogation receivable______________-______________ 195. 10 
Loss adjustment receivable from Commercial Credit Co_______--__ 905. 91 
Sranense items, Commercial Credit Co_._........................ 22. 00 

sc sinsaice' acta snan-ccca edge nin as sss ceedings silica dbiagccae ie _. 18, 845. 56 
Assets note admitted: accounts receivable *_....___--_________ _. (9, 859. 76) 
SN sicnelitiiasca ieee sisi apenas sesonciianc ise ariaisiien ta sheagcecineghcaa se ae 8, 985. 80 


1 Accounts receivable. 

The records were checked to substantiate the above amounts and found to be 
correct. 
Telephone deposits, $70 

The above represents deposits in some areas where the telephone company 
insists that a deposit be made before installing a phone. The total amount of 
deposits has been deducted as an asset not admitted. 
Equipment, furniture and automobiles, etc., $720,652.98 


The cost, reserve for depreciation, and the book value of items included in the 
above caption are shown as follows: 


Reserve for | Book value 














Cost 
depreciation 
Furniture, fixtures and equipment_____.........-.-.-__._._- | $270, 643. 81 | $80, 705, 94 $189, 937. 87 
Furniture, fixtures—Plymouth Co-_...............-.......-.-.| BBD boda -- nie an 1.00 
Automobiles _.___..-_- saai.o<i-o0 nieces soc eases ciksibanes Haas dodo dh te ta cé ad 340, 128. 41 529, 635, 59 
Leasehold improvatiitte . oo cc nose ice cncwiseciccescecckence 77, 829. 03 76, 750, 51 1,078. 52 
| ee eee | SN 
TATE ictntronecite~<esenten <ngbtaites initeiit vey» cilia 497, 584. 86 | 720, 652. 98 








The total book value amounting to $720,652.98 has been deducted as an 
asset not admitted. 


Travel advances, $30,356.07 


The balances as of December 31, 1955, in the travel advance ledger were totaled 
and amounted to $30,356.07. Balances ranged from $25 to $425, with a $425 
deposit for airline travel cards. The total amount advanced has been deducted 
as an asset not admitted. 


91018—57—pt. 1 28 














430 AUTOMOBILE MARKETING . PRACTICES 


Prepaid insurance, $42,764.21 


Prepaid insurance represents six policies in force December 31, 1955. The 
total amount has been deducted as an asset not admitted. 


Prepaid commissions, $8,105.97 
This amount represents a portion of commissions paid Gauthier & Sons, Mon- 
treal, Canada, which were set up as prepaid at the termination of the contract, 
June 30, 1955, to be charged off subsequent thereto. At December 31, 1955, 
$8,105.97 had not yet been charged to expense which amount has been deducted 
as an asset not admitted. 
NONLEDGER ASSET 


Salvage and subrogation recoverable on paid losses, $349,437.69 
This is a nonledger asset for which the company could not take credit at 
December 31, 1955, and is composed of the following: 
1. Salvage and subrogation recovery items received in 1956 appli- 
cable to losses paid in prior years, direct______.__.__-________ $428, 572. 60 
Less expense appertaining thereto__...-...--.-.-------.----_. 102, 987. 49 





825, 585. 11 








2. Salvage and subrogation recovery items received in 1956 appli- 
cable to losses paid in prior years, reinsurance assumed_____ 29, 878. 26 
O08 Expense ADDeTtAINING terete... nnn pee nen en enwe 6, 025. 68 








I iain var cin inte Scania ilatiglen gpd beanie nciomis Spal Seine 349, 437. 69 


Incurred losses for 1955 have been appropriately reduced by the amount 
shown above. 
LIABILITIES, SURPLUS, AND OTHER FUNDS 


Losses, $3,248,343.61 
The company’s unpaid losses as of December 31, 1955, and the revised reserves 
ascertained by this examination are summarized below: 














Company | Examination 
ES eee ee ee sells le & Seem ciliata sinetp meray estan $2, 504, 426. 75 | $2, 370, 383. 07 
nnn en TING ONO 6 iii sic cn oon pe ctcinnensnsconenmddmaccias A 1, 100, 000. 00 877, 960. 54 
Teen ee adciiemaeeth tome 8, 604, 426.75 | 3, 248, 343. 61 
Excess reserve.............-.-- : 3. fone 356, 083. 14 





IL TEOe., Sih hott cet +Gl clots, Jon cco dmnnuan dadiiecleweeccadwe | 3, 604, 426. 75 3, 604, 426. 75 
1 





The examination revision of losses was determined from a review of the 
claims which were still open and using estimates based on the latest informa- 
tion in the files. In cases where claims had been settled during the first 3 
months of 1956, actual payments were substituted for estimates, 

In addition to all open claims, a number of paid claims and claims closed 
without payment were examined. The review of the claim files disclosed that 
claims are settled equitably and promptly and in accordance with the policy 
contract. A review of the resisted cases indicates that the company has reuson- 
able grounds for resisting payment of these claims. 

It was noted that in some instances the company had paid claims of the 
Cavalier Insurance Corp., an affiliated company, and that Cavalier had paid 
claims of the Calvert Fire Insurance Co. in error. 

All claims are processed through the field and administrative offices of 
Calvert. 

When a claim is made, the office of the Commercial Credit Corp. supplies the 
necessary information to the adjusters. After the claim has been settled, the 
file is returned to the home office, at which time the underwriting department 
then determines whether payment was made by the proper company. If an error 
is discovered, adjustment is made between the two companies. 

In connection with the examination of total-loss collision claims, it is the pol- 
icy of the company to refund premiums from the date of settlement. 
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Loss adjustment expenses, $812,085.91 


The company’s loss-adjustment expenses as of December 31, 1955, as sum- 
marized below: 








Company Examination 
einai laceliige ih sil iia sci ite llc daak cat ash tants alga ee ciaioes ctilbticanitinieseltihapacatitiD ttc Mcihatac 
Reported_____..._- se achesnertieniegaideiaian tie aan to iene ieee ee | $625, 110. 54 $592 595 77 
Incurred but not reported ___ wabuchec dose ciuug.cegea.cclekodehacaees 275, 090. 00 219 490 14 

SS sss 

a it a iccathanae ieee 901, 110. 54 812 085 91 
ee aos karte even isereenepernntinne cara bahathiniciind diaaia aimee 89 024 63 
Ny i PES kihnch xd ntanhdceapddainte 991, 110. rm 901, 110 54 


The company estimate of $901,110.54 represents the percentage ratio of ad- 
justment ae to losses paid in 1955 applied to the company’s reserve of 
$3,604,426.75 for unpaid losses. This ratio was 25 percent, which appears to be 
adequate. 

The reserve established in this examination, of $812,085.91, is calculated at 25 
percent of the reserve established by this examination for losses and claims. 


Other expenses (excluding taxes, licenses and fees), $278,908.98 


The above expense liability consists of the following items as compared with 
the amount reported in the annual statement: 











Description | Company Examination 
Commercial Credit Co, current account_-__ SLX : eet rer $16, 190. 98 $16, 190. 98 
Reserve for retirement annuity _- . 98, 514. 14 98, 514. 14 
Reserve for incentive plan | 79, 115. 01 79, 115. 01 
Reserve for audit fees- | 1, 500. 00 1, 500. 00 
Vehicle exchange current account _. 87.12 87.12 
Reserve for examination_ 12, 398. 39 12, 398. 39 
Reserve for bureau fees 2 / 71, 103. 34 71, 103. 34 
Transfer from special reserve _ - : | 111, 825. 68 sdbighde ee 
r te | 
Subtotal | 390, 734. 66 | 278, 908. 98 
Excess reserve = a ait ail | 111, 825. 68 
Total... $ caniiet tien 390, 734. 66 390, 724. 66 





The amounts shown under the caption “Examination” were computed from 
records in the company’s administrative office or obtained from the actuary’s 
report. 

The liability for the retirement annuity plan, of $98,514.14, was computed »y 
the company’s actuary. 


Taxes, licenses, and fees (excluding Federal income tawves), $775,513.06 


The following schedule shows the company’s reported liability and that estab- 
lished as a result of this examination: 


Description | Company | Examination 





Reserve for premium taxes, 1955_..........-....--. ‘ ledntens Se oes ...| $711, 891. 48 $674, 240. 68 
Reservetar other State taxes, 1055... ....... <0. ecnnndacecn- sue <n tga 4, 848. 67 41, 690. 64 
Pennsylvania capital stock tax, 1955- . nen cata Seika | 16, 000. 00 20, 000. 00 
Pennsylvania corporate income tax, 1955 6, 354. 14 10, £66. 65 


Pennsylvania corporate income tax, 1954__- 10, 135. 37 





Federal unemployment insurance tax, 1955__-_- ee ee sis 6, 953. 93 5, 953. 93 
State and city unemployment 1955- --- ica tea cn intial ae ai 2, 060. 42 2, 060. 42 
Disability tax, 1955 ks : .74 74 
Transfer from special reserve. __-___- ewes scohihe, spuds = dlaiendienscduniotol 246, 947. 25 | . 
Subtota!__. : ‘ ape nnh opt dadnacebeaanseaed he 005, 192. 00 | 755, 513. 06 
Excess reserve. ; ; Maid. cuted habidntsoSbdeiaean! 249, 678. 94 
CI a Fi aa silica sien nai iat ie ot aed Ca 005, 192.00 | 1, 005, 192. 00 


a 
a 


The examiners’ reserve was developed through a review of the company’s 
records and payments made subsequent to December 31, 1955. 
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Federal income tazes, $3,303,391.35 

The company’s estimate for Federal income tax amounted to $3,847,746.46, 
which was $544,355.11 more than that developed by this examination. The 
examiners’ decrease was based on an increase of $870,337.62 in incurred loss 
and loss expense. No adjustment was made for increase of underwriting ex- 
pense incurred, as the company reports these on a paid basis. 


Unearned premiums, $33,919,854.87 


The following exhibit reflects the premiums in force and the unearned pre- 
miums as of December 31, 1955: 








Net premiums Amount 

in force unearned 
yeoman Geiss ak AAA ad Aa lh Ld cian sc nds $51, 441, 736. 45 $31, 093, 832. 46 
Ns rei tt id, kh kc eca shinee dbbadsenmooneane 787, 991. 54 416, 695. 05 
Davalos Iueusenes Card. SSG... .n <n oon enn once nn enncccenceeenee 2, 488, 607. 56 1, 522, 343. 39 
Vehicle insurance exchange assumed_-..__-.........-------.----+--------- 1, 455, 335. 65 886, 983. 97 


ON ih Si ALAA hada denn tae pieabomnse cence pcebondoden 56, 173, 671. 20 33, 919, 854. 87 


The company’s method of computing its unearned premium reserve was by 
setting up all advance premiums as 100 percent and by applying monthly 
pro rata factors to all other terms of the in-force premium inventory; the 
premiums being obtained from summary runs of punched cards maintained at 
the home office. 

Selected monthly tabulations of premiums written carrying both the actual 
and original premium amounts were traced to the in-force records. The same 
tabulations were checked against the supporting daily applications with atten- 
tion being given to coverage, term, expiration month and year, and state alloca- 
tion. 

The premiums in-force inventory as of December 31, 1955, including assumed 
premiums in force, summarized by term and expiry dates, was tabulated by the 
company’s statistical department. To the summary totals unearned factors 
were applied as a verification of the company’s computations and no discrepan- 
cies were noted. 


Amounts withheld or retained by company for account of others, $34,202.87 


The records indicate that the following amounts were withheld and unpaid of 
December 31, 1955: 


Description : Amount 
i sr alailear asta ut ennicnianisaoidasiaenal $9, 010. 90 
I hele 4, 330. 00 
clase ean asiepeneioeniieiisbiauminsaemcmatadiete 406. 21 
Retail motor, Gauthier & Sons, Montreal, Canada______________ 1, 139. 08 
Direct loan, Gauthier & Sons, Montreal, Canada__......__.____ 8. 58 
NL tk a a el a il ks tcl 3, 267. 92 
Employee deductions, State and city unemployment, 1955___-__ 4, 253. 44 
cae alle es iaiainalininensiegiidivigtiedimasits 527. 53 
Employee deductions, disability tax, 1955..............._____ 155. 91 
ce ey BR, a STE 10, 718. 15 
Loan receipts, Commercial Credit Co........................-. 385. 15 

lr eter hi Aensegs ee atecmne nna Ehe Rida Ra Git abate etna led ue 34, 202. 87 


The various amounts were verified from the company’s records and from tax 
reports subsequently filed. 


Estimated net liability due to misclassification, $800,765.13 

The above liability as shown in the financial statement of this report was 
determined by deducting $467,248.82 estimated return premium, carried in the 
unearned premium reserve, from the estimated gross liability of $1,268,013.95 as 
of December 31, 1955. 

In determining this liability, full recognition was given to the requirements 
as set forth in the National Association of Insurance Commissioners’ resolution 
of December 1, 1955. 








oth ee le ee 
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The company is endeavoring to comply with the requirements of this resolution 
by instituting a systematic circularization by States of class 2 policyholders 
where present rating information is inadequate or nonexistent. 

The company in the past has made it a practice to automatically place in its 
highest classification, class 2, all requests for insurance that lack sufficient rat- 
ing information for proper classification. The physical review of thousands of 
dailies for the years 1952, 1953, 1954, and 1955 revealed that in some States the 
majority of writings were given a class 2 rating. This would indicate that little 
or no effort was originally made to secure information that would enable the 
company to properly classify these risks. 

The company, early in 1955, attempted to properly classify these risks, but the 
response to its rating inquiries was very disappointing and the effort met with 
little success. However, in September 1955, the company started a nationwide 
circularization of all class 2 policyholders, where it did not have sufficient rating 
information to substantiate the present classification, and as a result $894,- 
429.92 in return premiums was credited to the finance company’s account for 
the assured. In these cases the policyholder was notified of the said credit. 

In the opinion of several State insurance departments, the form letter used 
did not meet the requirements necessary to obtain the desired response. The 
company concurred in this and drafted a new form letter which is presently in 
use. The recircularization of risks, who did not answer the original letter, in 
several States produced greater results and the company agreed this form would 
be used in States where the percentage of class 2 writings are out of line. 

There has been no misclassification liability set up for the years prior to 
1954 ; however, the company recognizes the fact that it is responsible for return 
premiums on any just claim presented in the future. The possibility of any 
large number of these claims being filed is small since there will be no general 
circularization. 

The review of class 2 business in a number of States would indicate the 
company’s percentage of this class of risk in these States is lower than the 
estimated average of 34 percent suggested by the company. In order to arrive 
at a fair and equitable percentage figure on which to establish this liability, the 
examiners have taken the mean of the company’s estimated 34 percent and the 
26 percent average of another nationally known casualty insurance company 
operating under similar conditions. 

In determining the amount of liability, the mean of the above percentage 
figures or 30 percent is applied to the total original writings in each State by 
policy year in obtaining the proper number of class 2 risks. To arrive at the 
number of misclassifications, the results from the above are subtracted from the 
number of original class 2 writings. The gross liability was established by 
multiplying the number of misclassifications by the average return premium, 
developed from previous circularization, for the specific policy year and deduct- 
ing all previously paid or credited return premiums. To obtain the estimated 
net liability, that portion of return premiums set up in the unearned premium 
reserve was deducted from the gross figure. In establishing this liability, the 
information developed from the present circularization has been taken into 
consideration. 

In order to determine the amount of return premium currently carried in the 
unearned premium reserve, it was necessary to arrive at an average term of 
policy figue, which has been established at 18 months. The average, percentage- 
wise, of unearned premiums as of December 31, 1955, on policies written in the 
year 1954, would amount to 9.7 percent of the policy year liability. The aver- 
age unearned portion on policies written in the year 1955 would amount to 
69.4 percent. The figure obtained by applying these percentages to the respec- 
tive years’ liabilities is the amount of unearned premium reserve applying to 
misclassified business. 

In an effort to prevent future misclassification, the company in October 1955 
instituted a policy on new class 2 business of mailing a form letter to each 
assured to obtain the necessary rating information to justify class 2. This plan 
was not successful as many policyholders disregarded these notices. On Feb- 
ruary 16, 1956, a new policy was adopted which should eliminate the possibility 
of misclassification in the future. When a request for insurance is received 
without a completed rating certificate, this request is placed in suspense and 
not recorded on the company’s books until the necessary rating information is 
available for proper classification. 

Subsequent to the date of this examination, the company has returned 
premiums due to misclassification in the amount of $448,161.62. 
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Special surplus funds, $1,584,308.28 


Reserve for fluctuation in market value of securities_____._______ $1, 228, 308, 28 
Reserve for contingencies, catastrophe losses...........________ 356, 000. 00: 


Atha Rib RN eile hl chk mk habla en Lette eatin’ 1, 584, 308, 28 


The above amounts have been set up by the company for the above purposes, 
which are self-explanatory. 


Capital paid up, $1 million 


An examination of the capital stock certificate books, as of Deeember 31, 1955, 
indicated that there were 9 stock certificates outstanding representing 10,000 
shares of a par value of $100 each, or $1 million. 

Two certificates representing 9,998 shares were issued to the Commercial 
Credit Co. and 1 to each of the 7 directors. 





CHANGE IN SURPLUS 


The following schedule shows the changes in surplus: 




















Surplus 
Company Examination z 
| 
Decrease Increase 
Assets: Salvage and subrogation recover- 
i CN ik 5 débimk =~ oq niteintn he nag 5 -nsin~ wie $349, 437. 69 |.......--...- $349, 437. 69 
Liabilities: 
Losses eh> pAdthiinkbdeashinh pelos $3, 604,426.75 | 3, 248, 343. 61 [--------- 356, 083. 14 
Loss-: idjustment expenses ae s | 901, 110. 54 | 812, 085.91 |......-. 89, 024. 63 
Other expenses (excluding taxes, | 
licenses, and fees) 390, 734. 66 | 278, 908.98 |...__.- 111, 825. 68 
Taxes, licenses, and fees (excluding } | 
Federal income tax) ____- 1, 005, 192. 00 | 755, 513.06 |...... | 249, 678. 94 
Federal and foreign income taxes 3, 847, 746. 46 3, 303, 391. 35 |........- 544, 355. 11 
Estimate—misclassification of colli- 
sion risks......--. ibs <b ktieb hake ieaee soaks 800, 765. 13 | $800, 765. 13 
weed... : Leweee------| 900,765.13 | 1, 700, 405.19. 
(800, 765. 13) 
Increase in surplus--___--- Bit abot Rh od eh | | 899, 640. 06 
Surplus shown in examination repo rt. ‘ Rs : 28, 061, 408. 92 
Surplus shown in annual statement. -- aia Siete eeepapianees | 27, 161, 768, 86 
Eenerents GEOEIDIES 2s 2 2 io ido ok itn sins aalbidlascase ‘ 899, 640. 06 
CONCLUSION 


As a result of this examination in which assets have been valued and all 
known liabilities provided for in accordance with accepted examination proce- 
dure, the company’s financial condition is summarized as follows: 


TORE oe ks as a bs an a a ch $7.1, 214, 474. 70 
ee Seed ea lar tnn eesti kb LL i cat Sibel ce liom oe 43, 153, 065. 78 
Reserve for fluctuation in market value of secu- 

Ss. sabes Bi a a dean $1, 228, 308. 28 
Reserve for contingencies—catastrophe losses___ 356, 000. 00 
Cee See ie Se aa 1, 000, 000. 00 


Unassigned funds (surplus) ~------_------------ 25, 477, 100. 64 
—_—__—_—_—_——_ 28, 061, 408. 92 


I i Be A eee nN ee kik 71, 214, 474. 70 


Examiners G. Fadgen, B. Harrar, Jr., D. DiSipio, S. Patrick, S. Hansel, B. 
Stango, G. Sellers, F. Grandinette, J. Kemp of the Pennsylvania Insurance De- 
partment, and D. V. White, Illinois Department of Insurance, participated in 
the examination and join the undersigned in acknowledging the courteous co- 
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operation extended by the officers and employees during the course of the exam- 
ination. 
Respectfully submitted. 
CDWARD G. KOTTLER, 
Ezaminer-in-Charge, Commonwealth of Pennsylvania, Representing Zone 
2, National Association of Insurance Commissioners. 
G. H. McC LoskKey, 
Examiner, Commonwealth of Kentucky, Representing Zone 3, National 
Association of Insurance Commissioners. 
Hueu L. HIseEr, 
Examiner, State of Illinois, Representing Zone 4, National Association 
of Insurance Commissioners. 


CALVERT FIRE INSURANCE Co., 
Baltimore, Md., May 17, 1957. 
Hon. A. 8S. MtkE MONRONEY, 
Chairman, Automobile Marketing Practices Subcommittee, 
United States Senate, Washington, D. C. 

DEAR SENATOR MONRONEY: We have carefully considered the statements made 
before your subcommittee with respect to collision classification. The central 
issue appears to be, should the companies have known, prior to the time that the 
Texas department called attention to errors in classification, that such errors 
existed. 

This particular point might well be broken down into two phases: (A) By 
normal underwriting, should the management of our company have been aware 
that too many risks were being placed in class 2? (B) As a result of the normal 
and customary analysis of income, operating results and other phases of our 
business, should management have been reasonably expected to have discovered 
that too many risks were being placed in class 2? 

We have very carefully reviewed the mass of statistical data which a com- 
pany of our type normally and regularly maintains. Much of this information 
is not pertinent to the answering of these questions. That which is pertinent, 
including schedule 1, which your subcommittee specifically requested, is pre- 
sented to you in the following schedules: 

Schedule No. 1: Schedule of combined capital and surplus as of December 31 
of the years 1940 to 1956, inclusive, and underwriting profit, investment profit, 
miscellaneous profit, and total profit before taxes for the calendar years 1940 
to 1956, inclusive, together with ratio of the total profit before taxes to com- 
bined capital and surplus. 

Schedule No. 2: Schedule of net premiums written, net premium earned, loss 
and loss adjustment expenses incurred, underwriting profit or loss, net income 
before taxes and the ratio of loss and loss adjustment expenses incurred to 
premiums earned for the calendar years 1945 to 1956, inclusive. 

Schedule No. 3: Schedule of all claims. closed by payment, amounts paid and 
the average payment for the years 1952 through 1956, inclusive. 

Schedule No. 4: Chart showing the comparison of the ratio of losses and loss 
adjustment expenses incurred to premiums earned for the 5 major companies 
writing automobile physical damage produced by finance companies in compari- 
son with the same ratios for the 592 stock companies writing automobile physical 
damage business for the calendar years 1951 to 1956, inclusive. 

A. By normal underwriting should the management of our company have been 
aware that too many risks were being placed in class 2? 

We feel that the hearings disclosed some very basic misconceptions of finance- 
controlled insurance companies’ operations. Though this has been brought to 
your attention before, nevertheless we feel that it bears repeating. The procedure 
followed by our companies and presumably by other companies in this phase of 
the industry should be clearly understood. This procedure is, briefly, as follows: 

The automobile dealer negotiated the sale of the car and arranged for the 
financing and insurance if the purchaser did not have or did not prefer other 
insurance. The contract and other documents were submitted to the financing 
institution. The financing institution prepared the basic record including applica- 
tion for insurance and submitted it to the insurance company. Under the master 
agreement between the insurance company and the finance company, the in- 
surance covers from the date the sale is effected, even though the application 
and rating statement may not reach the insurance company for several weeks 
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after the risk has been assumed. Calvert Fire Insurance Co. did not under- 
write such risks, but accepted the liability without any underwriting review. 
In the normal agency company, the individual risks are reviewed by skilled under- 
writers who look at all material aspects of the risk, which presumably would 
include the rating classification statement. On new business it is customary 
for such companies to secure a credit report prepared by experienced investigat- 
ing companies familiar with the kind of information which an underwriter needs. 
In our case, when the applications arrived from the field office of the finance 
company, they were turned over to rating clerks to establish the premium to be 
charged according to the information submitted. These clerks were not under- 
writers in any sense of the word. They were individuals who are familiar merely 
with the use of the rating manual in determining the premium charge. Mani- 
festly, these clerks would not have any understanding or any awareness of 
whether there were too many items of any particular class appearing in the 
material processed by them, nor would they attach any significance to the 
frequency of items in a given class. A further point on the same subject: We 
might point out that several of the State insurance departments have now found 
that agency companies likewise made errors in the classification of this business. 
We point this out merely to show that when agency companies, using agents 
skilled in the insurance business and reviewed at either branch office or home 
office level by skilled underwriters, could make mistakes in collision classi- 
fication, it is more readily understandable that production line companies of our 
type, who did not review the individual risks, could overlook this problem. We do 
not state that we did not have an obligation to review risks for this purpose as we 
now do. We merely state that it was not customary or usual to do so. 

B. As a result of the normal and customary analysis of income, operating 
results, and other phases of our business, should management have been reason- 
ably expected to have discovered that too many risks were being placed in class 
2? 

We submit that in the usual management analysis of the companies’ opera- 
tions errors in classification would not normally have appeared or have been 
ealled to attention. Much of the data which is reviewed is set forth on the 
accompanying schedules, and it appears that consideration of each schedule 
would be in order. Schedule No. 1, requested by your subcommittee, covers in- 
formation for the year 1940, when we first started in business, through the 
year 1956. We believe that schedule No. 1 needs considerable explanation to 
prevent erroneous conclusions, and we have therefore submitted schedule No. 2, 
which in effect supplements schedule No. 1. On schedule No. 2 we submit to you 
a summary of net premiums written, net premiums earned, loss and loss ad- 
justment expenses incurred, the ratio to earned, underwriting profit, and net 
income before taxes, for the period from 1945 through 1956. 

Consider for a moment the net premiums written. Because the source of 
our business is insurance on transactions financed by Commercial Credit, the 
production and sale of automobiles is vital to our premium volume. In review- 
ing schedule No. 2, you will note that our premium volume in 1945 was very 
small, that it increased in 1946 and through the following years until 1952. 
when it reached the peak of $46,039,704. Volume declined materially in 1953 
and 1954. 

The first of these years were the late war years, during which there was 
very little automobile production. It hardly seems necessary to point out the 
tremendous growth of the economy during the late 1940’s and early 1950's. 
Considering the very small ddifferential of approximately 10 percent between 
class 1 and class 2 which obtained until late 1953, there was no reason why 
a reasonable management would have considered that the increase in volume 
during those years had any relationship to the items that were being placed 
in a particular collision class. 

We also direct your attention to the fact that this increase in premium was 
largely due to the effect of regulation W. This regulation was put into effect 
on August 21, 1941, and was discontinued November 1, 1947. It was reinstated 
on September 20, 1948, and discontinued September 30, 1949. It was again 
reinstated September 18, 1950, with further restrictions October 16, 1950, and 
was discontinued May 7, 1952. 

After it was discontinued in 1952, it is common knowledge that the term 
of the installment buying was considerably lengthened, which we submit ac- 
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counted for much of the substantial increase in volume of 1952. The average 
length of the notes in months increased as follows: 


Lear and average maturity in months 


TE iettarieontecncerpspeenenaicasiecaai vcs ciate dag teat cima amita ial steak tale olla 14.6 
Ae 9c 5 som mencere eben ain quencies tape oe rte igeetbineeies ioe ec ils es cali ca acere a cared 18.4 
aI Rie ciek Sastre penne hae myeenertstebieoajeneinniainppchy deerme maaan al ee 19.3 
TN eee tthe cana perm ins wyeveme pycbrepel sii ap ite <style ae ioe te aan 19. 4 
IMP Dc sereyol on ach formes Sen sn cates csiienisnen 44ers dich eh datas Rate hon ce ahem 20. 4 
en cercie creme siquariemann inci anmnatintp orien ciate <itnineitietnin hesitate al 23.2 


Inasmuch as our insurance covers the period of the note, the term increased 
and consequently the total premiums were increased. 

As we review these figures in retrospect, we do not believe that any review 
of this particular set of statements would logically drive any reasonable man 
to the conclusion that collision classiiication was the decisive, responsible cause 
for the increase in volume. As a matter of fact, premium volume dropped from 
$46,039,704 in 1952 to $40,356,776 in 1953, and decreased still further, to $23,- 
829,922, in 1954. Premium volume increased in 1955, even though it was in that 
year we put into effect the many controls to insure correct rating. These 
substantial fluctuations in premium volume are explained by many factors 
totally unrelated to collision classification, and actually the decreases and in- 
creases go counter to what one would normally expect in substantiation of 
the claim that our volume was due to placing too many risks in the highest 
rated class. 

Again referring to schedule No. 2, we direct your attention to the premiums 
earned, which is a truer reflection of operating results than net premiums 
written. You will note that the greatest earnings existed in 1953, which is logical 
considering two facts. One is that we were earning premiums on the basis 
of the 1952 peak writings. It is common knowledge in the insurance industry 
that the so-called equity in the unearned premium reserve penalizes the company 
when premiums are increasing and somewhat distorts earnings favorably in 
the following year if premiums decrease. Although this fact, which is generally 
accepted by actuaries and accountants, would not be as true in the case of our 
company as it would be in the case of agency writing companies, whose acquisi- 
tion cost enters into such consideration, nevertheless it would be true in part 
with respect to our company even though modified by that particular factor. 
This same thing is true in 1954, the peak year of earnings, when earned pre- 
miums were the result of the large writings in 1952 and the somewhat smaller 
writings in 1953. We frankly do not feel that by analysis and consideration 
of these figures any reasonable management could be logically or properly 
charged with knowledge that errors of classification were the sine qua non of 
the changes in operating results. 

At the same time, we would like to direct your attention to the fact that on 
the basis of the larger earnings, loss ratio was reduced in 1949 to 60.21. It 
increased through 1950, 1951, and 1952, and decreased in 1953 and 1954. This 
decrease was influenced by the large earnings. It was also due to internal 
factors. A serious and comprehensive study of our loss department operation 
in 1951 resulted in a considerable number of changes in procedure and in a 
tightening of control. We had every reason to expect that the results of these 
changes in 1951 and 1952 would have effect in subsequent years. The accuracy 
of this is borne out by the fact that the average payment on claims closed with 
payment in 1952 was $157, in 1953 was $157, and in 1954 was $148, this in the 
face of changes in automobile body construction and design which generally 
tended to increase repair costs rather than decrease them. We had every reason 
to believe that the procedure which we inaugurated in the loss department was 
becoming effective. An average reduction of over $9 per case on 1954 claims of 
117,000 had a material effect in the net results for the year 1954. 

On schedule No. 5, we submit to you a chart of the losses incurred to premiums 
earned ratios for the years 1951 through 1956 for Calvert Fire Insurance Co. 
Motors Insurance Corp., Service Fire Insurance Co., Emmeco Insurance Co., 
Olympic Insurance Co., and an aggregate of 592 stock companies. You will note 
in the first instance that Calvert Fire Insurance Co’s loss ratio was the highest 
of this group, but the significant point is that the graph shows that the trend 
of our loss ratio was very much in line with all of the companies with which 
it was compared, as well as the aggregate of the stock companies. Again we 
submit that a review of this data on a current basis in the years 1952, 1953, 
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and 1954 could certainly not have caused a suspicion that any of our results 
were due to a lack of care in handling collision classification. 

In reviewing schedule No. 2, it should be borne in mind that the under- 
writing profit for our companies should not be compared with the normal 
profits in the insurance industry generally nor with the normal profits for 
agency companies writing automobile physical damage business. The reason 
for this is the fact that our companies do not incur the normal acquisition cost 
borne by agency companies, which normally runs between 20 and 25 percent 
of earned premiums. Though our acquisition costs are ordinarily lower than 
companies writing through agencies and paying the normal acquisition rates, 
such lower acquisition costs are in some years offset in part at least by a much 
higher loss ratio. These facts must be kept in mind. 

In connection with part 4 of supplementary interrogatory No. 2, we have this 
comment. At a recent meeting with a deputy insurance commissioner of the 
State of Pennsylvania, the chief examiner, who had conducted the convention 
examination of our company taking place between October 1955 and May 1956, 
happened to be present. During the course of the discussion, he informed us 
that the Pennsylvania department had secured directly from our statistical 
department considerable information on 1954 collision class ratios. We have 
been afforded an opportunity of making a summary of this information from 
the insurance department record. Such summary has this day been verified 
by a department representative, and is submitted herewith. 

We regret exceedingly that there has been some delay in submitting this infor- 
mation to you, but hope that the schedules, together with the explanations, will 
be helpful to your subcommittee in analyzing the problem and in coming to a 
fair and reasonable decision. 

Yours very truly, 
H. L. Van Horn. 


ScHEDULE No. 1.—Schedule of combined capital and surplus as of Dec. 31 of the 
years 1940-56, inclusive, and underwriting profit, investment profit, miscel- 
laneous profit, and total profit before taxes for the calendar years 1940-56, 
inclusive, together with ratio of the total profit before taxes to combined capi- 
tal and surplus 




















| Ratio of the 

Capital and | Underwriting | Investment Miscel- Total profit | total profit 

Year surplus as of profit profit laneous before taxes | before taxes 

Dec. 31 profit | } to capital 

| and surplus 
, 615, 473. 29 — 660. 936. 62 $15, 028. 71 $764, 925. 51 $119, 017. 60 4. 55 
ama % 204, 100. 15 . 808, 625.02 | 21, 056. 01 28,208.83 | 857, 880, 86 26.77 
RPGR. 22 3, 766, 5388. 99 1, 417, 717. 28 19, 134. 60 | 38, 179. 68 1, 47 5, O31. 56 | 39. 16 
0068 sis si 2, 740, 278. 84 369, 769. 02 34, 026. 15 | 1, 309. 20 405, 104. 37 | 14. 78 
FN ansosairnien 2, 604, 692. 60 —397, 728. 15 70, 746. 31 1, 349. 25 —325, 632. 59 —12. 50 
WOE enccenss 2, 036, 304. 57 —932, 577. 04 133, 208. 24 1, 300. 45 —798, 068. 35 —40. 19 
0006... 2, 949, 677. 64 —621, 239. 39 115, 208. 44 —104. 89 —506, 135. 84 —17. 16 
3, 620, 452. 49 1, 061, 369. 51 69, 465. 09 —744. 77 1, 130, 089. 83 31. 21 
oan ills 5, 995, 929. 31 3, 814, 940. 21 129, 614. 51 1, 571. 31 3, 946, 126. 03 65. 81 
ee 10, 540, 359. 16 6, 730, 691. 67 548, 305. 55 12, 935. 96 7, 291, 933. 18 | 69. 18 
SO 15, 039, 054. 65 8, 789, 336. 71 663, 672. 70 26, 227. 80 9, 479, 237. 21 63. 03 
Be ecertetaty 16, 654, 780. 49 6, 348, 772. 39 769, 634. 43 30, 507. 19 7, 148, 914. Ol 42. 92 
DE nicteewdmee 19, 247, 992. 67 4, 705, 797. 01 956, 243. 42 3, 866. 25 5, 665, 906. 68 29. 44 
BOO .8ten oe 15, 983, 034. 03 8, 831, 259.49 | 1, 265, 839. 78 359. 72 10, 097, 458. 99 63. 18 
MA a seis 22, 930, 277. 89 11, 914, 071. 96 | 1, 212, 378. 38 487. 24 13, 126, 937. 58 57. 25 
, a 27, 161, 768. 86 7, 161, 764. 53 | 1, 164, 311. 34 373. 60 8, 326, 449. 47 30. 66 
i iecneasincn 30, 134, 424. 64 3, 195, 298.75 | 1, 552, 341. 77 —42, 401. 09 4, 705, 239. 43 15. 61 





Notre.—Following are the major changes in surplus, other than net profit: 






a ge lll SE SS RAEI ARE 
Trvrease ti pall-ii eutpis, 2008.22. 25 ese ss oh ss eee ie nese ce eeneee 1, 500, 000 
eee OR OIG i iio iicin seth disabiaetiny a chient asad eowadbWednwvn cme enqneseudaoueen 600, 000 
i i sere anita heeneuiy Haines cen seniinoiwateinen ee nnen 1, 000, 000 
Dividends paid, 1953_.__- ee ee Re en Jan duddnareuaagae 8, 000, 000 
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SCHEDULE No. 2.—Schedule of net premiums written, net premiums earned, loss 
and loss adjustment expenses incurred, underwriting profit or loss, net income 
before taxes, and the ratio of loss and loss adjustment expenses incurred to 
premiums earned for the calendar years 1945-56, inclusive 











Ratio of loss 

Loss and loss and loss 
Net premiums | Net premiums| adjustment Underwriting Net income | adjustment 

Year written earned expenses profit or before expenses 
incurred loss taxes incurred to 

premiums 
earned 

1945.......| $2, 305, 495. 22 $1, 982, 708. 13 $2, 601, 188. 43 — $932, 577. 04 131.19 
 —_——- 5, 711, 004. 48 3, 565, 057. 53 3, 561, 655. 41 —621, 239. 39 99. 90 
1947.......| 12, 262, 503. 41 7, 887, 472. 91 5, 652, 457. 03 1, 061, 369. 51 71. 66 
1948.......] 19, 590, 674.12 13, 795, 847. 04 8, 428, 455. 12 3, 814, 940. 21 61. 09 
1949.......| 32, 959, 429. 32 21, 740, 038. 27 13, 088, 901. 32 6, 730, 691. 67 60. 21 
1950......-| 32, 294, 898. 38 28, 979, 571. 46 18, 103, 468. 43 8, 789, 336. 71 62. 47 
1951 !..... 34, 753, 501. 72 33, 630, 389. 42 25, 035, 895. 49 6, 348, 772. 39 74. 44 
1952.......| 46,039, 704.18 | 37, 240, 419. 77 29, 459, 888. 06 4, 705, 797. 01 79. 11 
1953 3... -- 40, 356, 776. 86 | 39, 983, 332.68 | 28, 356, 530. 21 8, 831, 259. 49 70. 92 
1954.......| 23, 829, 922. 57 34, 888, 091.66 | 21, 068, 847. 97 11, 914, 071. 96 60. 39 
1955.......| 36, 348, 610. 03 29, 869, 585. 49 20, 272, 566. 96 7, 161, 764. 53 8, 326, 449. 47 67. 87 
Btasad= 22, 720, 245. 64 27, 648, 487. 82 22, 626, 721. 41 3, 195, 298. 75 4, 705, 239. 43 81. 84 








11951 dividend, $1,000,000. 
21953 dividend, $8,000,000. 





SCHEDULE No. 3.—Schedule of all claims closed by payment, amounts paid, and 
the average payment for the years 1952 to 1956, inclusive 


Number of | Average 


Year claims closed | Amount paid | payment 
by payment | 
PE nesctn dis sbiReetoadndcneadbdsscdkSbSs tpansvteadtoanecuee 163, 064 25, 674, 908. 62 $157. 45 
Be olidenssinddbdshnbentieinloapakeaiee Sin hinndipyebenmen 157, 069 24, 668, 082. 33 157. 05 
WO esis cvnmewddancauartidsecdcknccdunhs Mi eee 117,610 | 17, 462, 698. 53 | 148. 48 
We Rwsnbocdccctevacnventhtnueacscciasss aia hair cin apasiael 94, 325 15, 213, 687. 87 161. 29 
j 172. 86 


PR cidade tinscceGiggusUrebeincesicddStBWcanggekearscaneeebed | 108, 218 | 18, 706, 411. 61 
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Number of original writings, policy year 1954 (prior to adjustments) 



































Classes 
State ee eee Ee eee Sash te 
| 
1 2 3 jOther; 1F 2F | 2AB/| 2ABF | 2C | sor 
| 
PL, ch - <n aravewh- = 699 | 5,369 9 Eee eho eeeslite aa she 6, 386 
Me cib bc idogueedoos 808 955 | 117 Bact sesicdiaw cmtotinteciseeianhre-lirapent Tee 
MEI nj.3 225 2~---- 1,129 | 2,330 eT at lh onal wage Sica cites. onvunl aisha 
I aa cectcipians 2,588 | 6,537 | (204 A oc teen ct lcencce & oe foiwonde mokpae 9, 483 
i 151 | 1,318 19 Aas Sec st ibsenkbados ese Lassi bu: 1, 516 
Connecticut _-_-_---....--- 514 2, 759 30 32 3 ?-.-<<2 saree >: 3, 341 
CI iil ce eneeitae in 49 591 10 Oe hae ea aed i ati a aE 681 
441 9 SAN otis ctl alk ta cthetee Peck Salt os dhus eatin ete yeas eines whos 624 
9, 282 ee Eee eh oes pispuidecdeedihgheh Ulpsigl: 10, 265 
Ne CE tin, <i e tees bine melo deassaate chee inarn=s 5, 642 
885 17 24 9 ae ciectaet d-cputinte aeedie depen 1, 193 
5, 773 59] “717 |--. ave Labs nad ee es een mabe 7, 235 
1, 418 27 14 Pe cccéhe tried tecat ditadeh eee aenbater’ 1, 698 
2, 145 Oe I at ae rs at iomtiedihnhuteinine en eens 2, 837 
7,193 SR ere choline ansee fiemesse ieee ae ene Soaked | 8,240 
2, 262 18 37 Bh Tie dts Fevers oat kien hea aacel Tae 
4, 601 105 143 3 I a ob ane | - Sonn ole sins Genie = 6, 700 
1, 667 46 )\4,822 2 () GQ | &® (1) (4) 7,191 
4, 023 7 ee ea aa te ln ke saan eee ecco 4, 346 
2, 768 38 el Recicnck eho ESP s cieigatiaebacaia 3, 612 
4, 418 57 146 2 BR i is: Eh sateteintenaliaied baled tiheds 5, 938 
1, 816 16| 35 Bs Nast ope oS oe 2, 243 
573 ee incre hl ances pidkemndassaentioos Pas er 776 
439 44 Prk. feu Seas a oPyerees 816 
new ieee, ........--....- 85 | 5,422 8 OS ccd Sci saerienticans ao alla nicl ei 5, 560 
New Mexico...-......--- 309 938 tT eel il ena awe wires a eal ae 
New York.........---.-- 2,181 | 15,489 | 110 | 535 20 aT Wi iu.- Pause nth tone 18, 352 
North Dakota____...._-- 31 424 6 13 D Renin nncksndele ts ote wae deaconn 47 
Ta eae Siok 1,033 | 2,465 83 ton. niki dadtedoreact Shpeke ties maieticn aad 3, 655 
Fe a 741 1, 643 21 33 1 sciaaile Reevayincie Lioumetaecduinesteen 2, 439 
Pennsylvania_-........-- 9,099 | 14,951 | 949 | 332 47 26 ee ones Bcn cas Eaoemeoe 25, 404 
Rhode Island__-.......-- 192 853 16 Pe BO Rd advesivaeebon Ladle Ehoeeanss 1,113 
South Carolina_-_..__--- 2,773 | 7,123 | 222) 3651 73 DE hs teks Raden sn cit asuagthtiiona:: 10, 564 
South Dakota---_......-- 132 1, 055 5 eR ahh als andesite tac nnedoemiae 1, 202 
Tenmessee -_._.-..------- 601 | 2,600 BE OE Be Beng Een cPeheet een eien an oe 3, 717 
I Tia ls be Seblnshis akan oil 2, 226 74 105 24 37 j......| 490 15 |1, 431 6 4, 408 
| SP ee are 579 | 1,605 9 29 13 De iia e Read, staal Nove ast Ye 2, 245 
Wermont.......-....-..-- 7 | 1,602 ll 45 ceed Dinentssasnted ovatchivoneir’ Panis, Tee f 1, 748 
Washington__.-___..._-- 591 1, 261 37 Ends Bo sclntich tow eioreliinaliacion 1, 900 
West Virginia. ._......_- 2,529 | 4,529] 113] 310 Wy hsiesisin eit hictingnihdadacals san dak | ee 
NS Sosa Sot 1,989 2, 853 146 a en ee Tn oe Esmoge cle Sears 5, 356 
We is nec ce nnes- 24 440 BFE Sine cebidiven ate ieckiceaseicss Seth etaren 565 





10. W. P after effective date of class law 2,365. 
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CHART SHOWING THE COMPARISON OF THE RATIO OF LOSSES AND LOSS ADJUSTMENT EXPENSES INCURRED TO 
PREMIUMS EARNED FOR THE 5 MAJOR COMPANIES WRITING AUTOMOBILE PHYSICAL DAMAGE PRODUCED BY =: 
WITH THE SAME RATIOS FOR THE 592 STOCK ‘WRITING ; - 
INESS FOR THE CALENDAR YEARS 1951 TO 1956 INCLASI 
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